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“MR. DEXTER HAS KINDLY VOLUNTEE 
TO RUN OUR SWITCHBOARD" 
Fortunately in many public utility 
industrial plants, safe, modern I-T-E 
boards have replaced old, hazardous 
For the I-T-E boards Mr. Dexter 
neither his strange apparel or his sf 
bravery. 


|-T-E CIRCUIT BREAKER CO. 
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ODAY it is the urgent duty of every individual, every ap- 

pliance manufacturer, and every public service corpora- 
tion to assist in any way possible in the conservation of fuel. 
Gas companies are giving sound advice to consumers on 
economical methods of operating gas appliances. Manufac- 
turers of such equipment are using every effort to attain top 
efficiency in their products. 


One effective means of promoting this program is to be 
sure that any gas-burning appliance which you sell—heating 
equipment, water heater, kitchen range or any commercial or 
industrial appliance—is fitted when installed with the proper 
Barber Regulator. Known for many years as an extremely 
reliable and mechanically perfected device, a Barber Regulator 
always assures finer appliance service and higher fuel econ- 


- omy. Recommend Barber Regulators to your customers. 


BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


ARBER oscssuns REGULATORS 


Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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ST Rolls Easily through any pipe 


135 
In these critical days when the and speed and clean cutting 


cry is to get work done faster, comes from the forged heat- 

this RIBEID Heavy-Duty Cutter treated blade-type wheel, as- 

Z offers you more speed with less sembled in a solid steel-bushed 

+46 z effort. The rugged malleable hub, tough but thin for pene- 














55 = frame holds the cutting wheel in- trating. Or you may have special 
+61 j flexibly in line—it always heavy-duty cutter wheels. Made 
+62 i cuts true; and it’s balanced for pipe 4”. It pays you to ask 
samen for easiest hand _ opera- for RIBEID Cutters—at your 
4 = tion. Some of that ease Supply House. 
12 — NO. 42 FOR TIGHT PLACES 
34 
43 i { This new 4-wheel trench-type 
; cutter gives you faster cutting, 
has a short handle for easier 
use in close quarters. Power- Sie eatin 
— ful RIBEID construction. type cutter has 
gate 4 wheels. 
MD. Rates 
: LG 
lied : 
ties Pipe Wrenches, Cutters, Threaders, Vises 
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Pages with the Editors 


HE President’s recently announced “all 

out” attack on inflation shows just how 
far the pressure of the war emergency can 
drive a conscientious statesman from cher- 
ished normal objectives. If anyone had pre- 
dicted a year ago that the administration 
would take the initiative (the word is debat- 
able, perhaps, but let it pass) in blocking wage 
and farm price increases, it would have had 
little following. 


Less than a year ago administration spokes- 
men were still trying to reassure us—and per- 
haps themselves—it would not be necessary to 
stop wage increases (along with the exercise 
of other price controls which have since been 
enacted) in order to check inflation. We were 
told that the war could be waged effectively 
and successfully without sacrificing social ob- 
jectives which have beer placed upon the stat- 
ute books and incorporated into our national 
policy. 


Yet only a few evenings ago President 
Roosevelt, fresh from dispatching a forth- 
right message to Congress, took up a micro- 
phone in the White House and told the Amer- 
ican people that wages and farm prices have 


MAJOR JEROME PRESTON, USA 


A slight deviation from true course can make 
regulatory bodies travel in circles. 


(SEE Pace 399) 
SEPT. 24, 1942 


WALTER J. HERRMAN 


Taxation is a question of survival as well as 
sacrifice. 


(SEE Pace 411) 


to be “stabilized” (presumably a milder word 
than “frozen”). He told them this was neces- 
sary to make the battle against inflation effec- 
tive. He told them that if it were not done 
the battle of inflation would be lost and quite 
likely the war along with it. Since he did not 
propose to sit by and see the war effort im- 
periled in this manner, he said, in effect, he 
hoped Congress would do the necessary job 
by the usual methods of specific legislation. 
But otherwise he would take the personal re- 
sponsibility and act himself. 


WELL, this goes to show how war can put 
a different color on everything. That is a trite 
observation, no doubt, but the extent of the 
war impact often surprises the most imagina- 
tive. 


¥ 


N& how about utility regulation, for ex- 
ample? There are certain obvious points 
of impact which have already shown interest- 
ing, but to some. extent anticipated, results. 
The extension of a new super-Federal regu- 
latory technique—for emergency purposes— 
that would overshadow but not necessarily 
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RILEY STEAM GENERATING UNIT 


REPEAT ORDER FOR RILEY EQUIPMENT 
TO BURN NORTH DAKOTA LIGNITE AT 80% EFF. 
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NORTHWESTERN PUBLIC SERVICE CO. 
ABERDEEN, S. D. 


Sargent & Lundy, Engineers 


Two 50,000 Ibs. per hour Riley Steam Generating Units 
675 Ibs. design pressure, 830°F. steam temperature. 


RILEY BOILER, SUPERHEATER, STEAM TEMPERATURE CONTROL, 
ECONOMIZER, AIR HEATER, WATER COOLED FURNACE, STEEL CLAD 
INSULATED SETTING. FIRED BY RILEY HARRINGTON STOKER. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 


BOSTON NEW YORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT SEATTLE 
8T. LOUIS CINCINNATI HOUSTON CHICAGO ST. PAUL KANSAS CITY LOS ANGELES ATLANTA 


COMPLETE STEAM GENERATING UNITS 


BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
PULVERIZERS - BURNERS - MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTINGS 
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8 PAGES WITH THE 


conflict with state regulatory authority for 
the duration was predicted in Pustic UTILI- 
TIES FoRTNIGHTLY as early as last January. 
Since then, WPB, ODT, OPA, and others 
have moved steadily into normal regulatory 
fields of utility service and even utility rates. 


But it would be surprising to some if even 
the gravity of the war situation stayed the 
SEC from the uttermost fulfillment of the 
Holding Company Act at the earliest period. 
Like the couriers praised by Herodotus, 
“neither snow, nor rain, nor heat, nor night” 
seems to be able to stay these officials “from 
the swift completion of their appointed 
rounds.” 


CoMPLAINTS have been made from inter- 
ested and disinterested sources that the SEC 
should suspend the “death sentence” for the 
duration. It has been protested that existing 
utility organizations should not be bothered 
at this critical time with the burden of or- 
ganizational reforms. But the SEC has turned 
a deaf ear to these protests. Only recently, in 
a speech before the utility section of the 
American Bar Association (the proceedings 
of which will be published in our usual ap- 
pendix form in the next issue of the Fort- 
NIGHTLY), Judge Robert E. Healy of the 
SEC warned the country that it would be a 
disservice rather than a service for the com- 
mission to stay its hand at this time. 


But there are some observers who are be- 
ginning to wonder whether the SEC really 
has been following its “appointed rounds” in 
the sense of the statutory intent of Congress. 
Does there exist beneath a surface pattern of 
approximate consistency a tendency to deviate 
slightly or periodically from the true course 
intended by Congress? Is there a possibility 
that the accumulation of these deviations may 


HERBERT COKEY 


Regulatory unity between the states is a war 
problem. 


(SEE Pace 417) 
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EDITORS (Continued) 


eventually throw the SEC off its course and 
jeopardize administration of the act? 


Major JEROME PRESTON, now of the United 
States Army Air Corps, is one such observer, 
who gives us his analysis in the opening arti- 
cle of this issue. MAyor Preston (Harvard, 
19), after two Army years in France during 
the last war, became interested in finance and 
eventually vice president of Blyth & Co. In 
1932 he formegd his own investment counsel 
organization, Preston, Moss & Company, of 
Boston, and also became director of various 
industrial enterprises, including utilities. This 
work brought him into official contact with 
the SEC. When we last heard from him he 
was stationed at Wright Field, Ohio. 


¥ 


S: AINT Matthew’s gospel (Chapter VI, verse 
28) admonishes us to “consider the lilies 
of the field, ‘how they grow; they toil not, 
neither do ‘they spin.” It might be truth- 
fully added that “neither do they pay taxes,” 
And this might move the cynical taxpayer of 
today to observe that “it’s nice work if you 
can get it.” 


SOMETIMES it seems as if those who framed 
the taxing policies of the Federal government 
had set out to put a penalty on industry. The 
loafers, the incompetents, and others who cer- 
tainly lack the justification of the beautiful lily 
in failing either to toil or spin for their ex- 
istence in this world, are overlooked or let off 
lightly by the tax collector. And it isn’t always 
because they do not possess anything to collect. 


YEs, at times it seems that the way to attract 
the tax collector to your door is to get busy 
and do something useful. Thus the business 
corporation has become a shining target for 
the strangulating grasp of the Publican. And 
this, while others who neither toil nor spin 
sit quietly by and count their money. 


WALTER J. HERRMAN, whose article on the 
current tax bill begins on page 411, is not ex- 
actly a newcomer to the pages of the Fort- 
NIGHTLY. He was a valuation engineer as well 
as an investment analyst for various organi- 
zations following his graduation as an engi- 
neer from the University of California in 
1922, and a brief teaching experience at the 
Louisiana State University. During 1937 and 
1938 he was associated with Carl I. Wheat, 
special counsel for the FCC telephone in- 
vestigation. Since 1940 he has been with the 
Theodore Gary organization and is now pri- 
marily cccupied with the affairs of the Tele- 
phone Bond and Share Company, of which he 
is vice president. 


THE next number of this magazine will be 
out October 8th. 


ac Coble 
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PUBLIC UTILITY COMPANIES 


@ Generally, Public Utility Companies cannot buy new Adding, Bookkeeping and Cal- 
culating Machines today by Government restriction order. That means that all figuring 
equipment must last the duration. %& Here's how Reming- ton Rand can 
see you through: cz - MECHANICAL service by Remington Rand 
factory-trained ” experts is the best insurance you can 
buy against a stoppage in Business Machine operation. Cleaning, 
Lubricating and Adjusting with replacement by guaranteed Rem- 
ington Rand, Dalton parts at every service station. One-Year and Three-Year Main- 
tenance Agreements available; ADVISORY service, v in the war emergency, 
shows graphically how to get more production from your present equipment 
through its adaptation to coming needs. Call the local Remington Rand office 
for a thorough survey with recommendations tailored to your own accounting and book- 
keping needs. No obligation. 


Ww Ww Ww Ww Ww 


KARDEX IN WOOD! 


Remington Rand offers the finest 

alternate line for business admin- 

istration and record keeping. 

Kardex. Kolect-A-Matic, Files, 

Furniture and Transfer Cases 

all in wood! No critical 

g materials are 
used, yet the functions and details 
of Kardex Visible Systems of Rec- 
ord Control remain unchanged. 
All wood line finished in busi 
like olive green to match your 
present equipment. Write fo 
Systems Division, 

Remington Rand Inc., 

Buffalo, for catalog. 

No obligation. 





WAR EFFORT 


In place of its regular production of business 
machines and steel office equipment, Remington 
Rand is devoting more and more of its re- 
sources, production and personnel to making 
many implements of war. We're proud that 
what we are making wil! go toward helping to 
knock the Luftwaffe out of the sky; stop the 
Axis mechanized forces by equipping our armed 
forces with the best. We are wholly dedicated 
to the proposition that free men and free living 
shall prevail for all time to come. 


REMINGTON RAND 


‘ao 


BACK UP THE MEN AT THE FRONT! BUY MORE U. S. WAR SAVINGS BONDS AND STAMPS NOW! 
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Vulcan provides clean heat transfer surfaces to 


the Combustion four-drum, bent-tube, 400,000 
Ib. per hr., pulverized coal-fired boiler which serves VULCAN S 0 0 T B L 0 W E R S 
this new 40,000 kilowatt, 900 Ib. per sq. in. 

Southern plant. 


Chickasaw becomes another in the long list 
of plants depending on VULCAN Soot Blow- 
ers to assure highest heat transfer, real steam 
economy and freedom from frequent 
servicing. 


The advanced design, HyVuloy and Vulite 
intimate contact bearings, HyVuloy elements 
and VULCAN'S Model LG-1 are guarantees of 
efficient, trouble-free operation in ANY plant. 


Remember that whatever the characteris- 
tics of your boiler and setting, fuel, or load, 
Vulcan engineers will be glad to solve any soot 
blower installation and operating problem 
involved. 


VULCAN SOOT BLOWER CORP., DUBOIS, PA. 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MONTAIGNE 





' 
“We will not rearm on a 40-hour week or a 55 per cent 


load factor !” 


¥ 


. . . Washington—the city that has ceased being a 
city and become a situation...” 


“ 


“It is doubtful that even martial law could make price 
control successful without voluntary coOperation by 
businessmen.” 


if 
“Tf we want to win the war, we must prepare for the 
worst and not for the best. We can adjust ourselves to 
the best once it actually arrives.” 


ae 
“IT see cheaper electricity, cheaper transportation, 
cheaper housing, and cheaper living after the war. We 
will make our capitalistic system so efficient that all of 
us will get more of the good things of life.” 


=e 
“Certainly a way can be found to provide the necessary 
steel needed for building the synthetic rubber plants—and 
one of the best ways would be to stop building public 
power dams which are not needed, and which cannot be 
completed for many years.” 


> 


“Any utility company which crawls into its shell and 
ceases to interpret itself to the public during a period of 
war is inviting the inevitable—serious impairment of 
prestige, political attack, and all the other ills associated 
with a policy of silence.” 


* 

“At this juncture in the war it would be most unfor- 
tunate for the Senate of the United States to create the 
impression on the country, and on its people, and on the 
world, that we are more interested in patronage, in se- 
curing some jobs, than we are in anything else.” 


5 


“We know that there are those who would like nothing 
better than to use the war and post-war readjustment 
period to remold our society in a collectivist or state 
socialist form. We cannot combat this threat negatively. 
We must have and publicly promote a concrete and con- 
structive post-war program.” 


12 
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HELPING BURROUGHS USERS MEET TODAY’S PROBLEMS 
WITH THEIR PRESENT EQUIPMENT 


What is your ACCOUNTING or 
OFFICE MACHINE PROBLEM? 


Getting more work per machine per day? 


Using operating short-cuts .. . making sure that operators are taking 
full advantage of automatic features ... using relief operators during 
idle minutes or hours... rearranging routines or the flow of work 
adapting machines to new jobs—any or all of these might help. 


Getting new reports or statistics? 


Redesigning forms . . . posting new records in combination with pres- 
ent ones... altering procedures to get desired data as a by-product— 
one of these ideas might get the result you desire without increasing 
posting time or effort. 


Handling a heavier volume of accounting? 


Simplified procedures ... elimination of intermediate media or opera- 
tions ... direct-to-the-answer methods . . . employing shifts—all offer 
possibilities that save time. 


Making machines last for the duration? 


Regular inspection . . . thorough cleaning and lubrication . . . accurate 
adjustments . . . replacements of worn parts with genuine new Bur- 
roughs parts . . . overhauling, if necessary—these services prevent 
mechanical interruptions or breakdowns, and prolong the life of your 
machines. 


x *k * 


Burroughs men are ready to assist you. At your call are: 
(1) a systems and installation staff that can apply its 
knowledge of machines, applications and procedures to 
help you meet your changing accounting requirements; 
(2) a factory-trained, factory-controlled service organi- 
zation fully equipped to render efficient mechanical 
service to all users. Call the local Burroughs office, or 
write— 


BURROUGHS ADDING MACHINE COMPANY, DETROIT, MICH. 


. Burroughs 


nent 
state 
vely. 


ag * FOR VICTORY—BUY UNITED STATES WAR BONDS AND STAMPS x _ 
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“ 


. I’ve always likened investment banking to the 
carburetor of an automobile. Of itself it isn’t a very im. — 
pressive piece of machinery, but it’s what it does for our 
productive engine that’s important. It is the valve that 
mixes private savings into the useful driving force of 
productive enterprise.” 


¥ 


“We, no doubt, will fage in the coming months more 
dictatorial control of our private lives and our private 
businesses than we have ever known before, but in the 
cause of war, I hope and believe, and not in the cause of 
demagoguery or personal ambition or desire to dominate 
or to establish one class at the expense of another.” 


¥ 


“We cannot complacently say that the contribution of 
American business to the war program will speak for 
itself. What the public needs to be told is not only what 
that contribution consists of, but also what makes that 
contribution possible. The millions of people in this 
country must be made to understand why our free enter- 
prise system deserves to be perpetuated.” 


¥ 

“We must tie up the acts of the enemies of private 
enterprise with the philosophy of socialism and dictator- 
ship. We must hold up for all the public to see any legis- 
lation which leads alluringly to the socialistic state. We 
must show socialism in the raw and in the making so 
the public can recognize it in its sugar-coated form and 
the course that leads to it. No free people ever sur- 
rendered their liberties willingly. Liberties are sub- 
tracted inch by inch, act by act, law by law.” 


5 

“The sale of an annual average of about $15,000,000 of 
unseasoned registered securities over a 64-year period, 
as shown by the SEC, eloquently testifies to the barrier 
that the Securities Act as written and its administration 
as interpreted have placed in the way of such new issues. 
It also eloquently testifies to the almost complete discour- 
agement of the financing of new and growing small enter- 
prises, the growth and financing of which, hazardous 
though it may be, has been the secret of the phenomenal 
development of the United States up to the last decade.” 


¥ 


“It is nothing new for the Congress to be misrepresented 
and abused. If reflection upon Congress, whether justified 
or unjustified, were the only effect, it would be a matter 
of no moment whatever, but disseminating the idea of 
dereliction of duty on the part of a great branch of the 
government arouses distrust, creates unrest, engenders 
unwarranted suspicion in the minds of the people, and to 
that extent destroys unity and interferes with the prose- 
cution of the war, and those who promote it are render- 
ing a disservice to the government and the cause of 
American armies.” 





more 
ivate 
1 the 
se of 
inate 









MAL 


chp rey ee 
map edge eee eh: 


wig ws 






HI-PRESSURE CONTACT Switching 
Equipment has changed every notion of what 


a switch should be. Who but a specialist could develop 
equipment with the operating advantages, the ease of 

handling, the performance records and the simplicity 
Would you see a general con- 


Wartor about | air eonditioning? of design that you find in Hi-Pressure Contact Switches. 
specialist about switching equip- i 4 fi i 7e- 
sneelalist about switching equip- R&IE continually searches for refinements, improve 


oe ments and operating advantages. 


AILWAY AND INDUSTRIAL ENGINEERING CO. 
REENSBURG, PA. . . . . . ~ + In Canada—Eastern Power Devices Ltd., Toronto 
Cooperating one hundred per cent with the War Effort. 
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ON WAR EMERGENCY PIPELINE CONSTRUCTION— 
WHERE SPEED and UNFAILING PERFORMANCE 


ARE DEMANDED “CLE VELANDS' 


ARE INDICATED— 








Compact—fast—flexible—and mobile "Clevelands'' are easy to operate— 
rugged—and amply powered for the toughest tasks, they are delivering maxi- 
mum trench footage day in and day out, on ditching jobs in all types of soil 
and reducing to a minimum service interruptions on a multitude of war and civilian 
emergency projects. 


Yor THE CLEVELAND TRENCHER COMPANY ‘Wy 
Nf 20100 ST. CLAIR AVE “Pioneor of tho Small Trencher” CLEVELAND, OHIO NX 
“CLEVELANDS’ Save More...Because they Do More 
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WHILE THEY SERVE 
°F UNCLE SAM 





YOUR SERVICE CAN BE HELPED BY 
SIMPLIFIED PAPER WORK ROUTINES 


* Ask the boys who have left your desks 
about the really important things they 
have learned. It’s likely that they will 
answer, “‘organization, coordination, 
speed, absolute accuracy.” Those are 
essential to successful performance of 
the job that must be done. 

And those same essentials, applied to 
the paper work routines which control 


procedures in your business, can help 
you to increase departmental efficiency. 
Addressograph-MultigraphMethods 
organize, coordinate and simplify paper 
work routines. They save valuable time 
by speeding up the completion of neces- 
sary work. They assure absolute accu- 
racy by preventing mistakes. They save 
money by eliminating many wastes. 


TO USERS OF OUR PRODUCTS: You are entitled to the services of our Methods Depart- 
ment in helping you to extend the use of your present equipment. If you are interested 
in receiving up-to-date information, it is available to you on request, without charge. 


ADDRESSOGRAPH-MULTIGRAPH CORPORATION : Cleveland + Ohio 


Addressograph and Multigraph are trade-marks registered in the United States Patent Office 


Addressagraph-Multigraph Methods save Brain HOURS AND HAND HouRS 
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Ehret’s D.1.P. gives MAINTENANCE-FREE service 
on Underground Pipe Lines 


HEAVY, GALVANIZED SHEET METAL — 
HIGH-MELTING-POINT ASPHALT 
ENS of thousands of feet of Durant Insu- 
, : ° A FULL INCH THICK ~ 
lated Pipe with a record of years of service praned 
have proved the ability of this system to stand CANVAS JACKETED 
up under the severest conditions. 85% MAGNESIA 


ra its . INSULATION — 
The reason lies in its construction. In Ehret’s : 


D.I.P. there is combined the time-defying 
characteristics of asphalt and the high in- 
sulating efficiency of 85% Magnesia. Factory 
pre-fabrication makes field installation rapid 
and economical. The result is an under- 
ground piping system that is outstanding, 
both in efficiency and long life. __ PIPE AS 


(Send for the Ehret D.I.P. Booklet. It contains preclelee 
complete information on the D.I.P. system.) 


EHRET MAGNESIA MANUFACTURING COMPANY 


VALLEY FORGE + PENNSYLVANIA 


DISTRIBUTORS IN ALL PRINCIPAL CITIES 
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\\KEEP ‘EM ROLLING” l 

. » » longer! 
Grueling, 24-hour service is not a new demand for Kinnear Rolling 
Doors. With the extra requirements of war-time production, Kin- 
near Doors continue to prove the efficiency of their smooth, space- 
saving action. Kinnear originated its tough, interlocking slat door 
construction to take heavy punishment .. . and to give satisfaction 
for many years. Help yourself make sure that your Kinnear Rolling 
Doors give you every possible ounce of reliable service. Take ad- 


vantage of the following maintenance tip . . . realize the full, extra 
value of your investment. 


PAINTING 


in the curtain of the Kinnear Rolling gpuege 
pe it ted to provide high resistance to t yd 
pind ys the elements. However, | —— 
See. wen a good quality ferrous oxide gales 
niga nd their ‘resistance to deterioration a 
pon ner rotect the free action of the ge” 
lige and will preserve the appearance 
ockii " 


the doors. 




















ization is ready «. ad is the third in a 
° : * organization 18 ; This ad is ‘ 
Kinnear’s nationwide pian for possible service pe ot suggesting siti 
0 
ty: int your Kinnear Doors, steps that. a 
; lete maintenance —_ —- te vfficiency 
i ntative! sue gh extra years © 
st Kinnear represe throu 
checkup. Call your neare’ through 


___ OBSERVE FIRE PREVENTION WEEK, OCT. 4-10 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly 











very Man 














CRESCENT INSULATED WIRE & CABLE CO. 
Trenton, N. J. Se 
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1, EONOMICAL INSTALLATION is 
ured because of the long lengths and 
ht weight of Transite Ducts. Han- 
ng and assembly are simple and 
y... lining up is rapid and accu- 
fe. And when installed underground, 
insite Conduit eliminates all the 
pense of a concrete casing. . . holds 
true form under sustained earth 
ds and traffic pressure. 





- EFFICIENT, 
Ps LOW-COST 
“je SERVICE, 

ee «6 SPECIFY... 








TRANSITE DUCTS 
COST LESS TOINWSTALL/ 


HE long lengths and light weight of 

Transite Ducts make assembly easy, 
fast and economical, even when unskilled 
crews are used. Transite Conduit is so 
strong it needs no concrete envelope... . 
substantially reduces installed costs, par- 
ticularly where a small number of ducts 
per trench is involved. 

Transite Korduct, for use in concrete, 
makes further savings because its long 
lengths mean fewer spacers, fewer joints 
to make up. Due to its asbestos-cement 
composition, it requires less concrete sepa- 
ration for equivalent heat dissipation and 
fire protection between cables. For de- 
tails, write for brochure DS-410. Johns- 
Manville, 22 E. 40th St., New York, N.Y. 


JM| Jelins-Mexeville 
TRANSITE DUCTS 


TRANSITE CONDUIT... For TRANSITE KORDUCT... For instal- 
useunderground without _lationinconcrete. Thinner walled, 
a concrete envelope and _lower priced, but otherwise idene 






for exposed locations. tical with Transite Conduit. 
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Many valuable facts are being offered 
these days on the vitamin content of foods. 
But have you noticed how little the public 
is told about how to cook these foods so 
that these vitamins may be preserved? 


Robertshaw has seized this golden opportunity to perform a 
much-needed public service—and also promote a market for better 
cooking equipment when peace is here again. 


Through its Educational Program, Robertshaw is teaching the 
gospel of “Measured Heat” and the part heat plays in proper cook- 
ing. The Robertshaw “Measured Heat” Program is used by Home 
Economics teachers in grade and high schools. It is also widely 
used by County Home Demonstration Agents, Home Economics 
supervisors, and at Universities where home economics teachers 
study. These are the people in whose hands the future of cooking 


JROBERTSHAW comrany 


YOUNGWOOD, PA. 





jn baking and roasting— 
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CHICAGO 46 SO. 5TH ST., COLUMBUS, OHIO NEW YORE 


ERECTORS OF TRANSMISSION LINES 
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INSIST ON Why dig a a 


je ‘ PILE 
VIETILE: of Catalogs? 


Papers Find the 


FOR YOUR — 
you need, 


Forms — pe 
Records in the COMPLETE line 
Stationery If you have a Penn-Union Catalog, you 


can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 
Superior Qualit 
P uy Universal Clamps to take a 
large range of conductor sizes; 


MADE FROM COTTON FIBERS & SAS with 1, 2, 3, 4 or more bolts. 


L-M a. Pacem ar aap ic units 
PARSO NS PA od R CO. pm die dada Conneanes ‘a 
Tees with same con- 


HOLYOKE - MASSACHUSETTS tact units. 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 











DAVEY TREE TRIMMING SERVICE 


Clamp Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc. 





Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action— 
self locking. 


JOHN DAVEY daft: dadiateite’ 4 om 
i-Tite Terminals for quic 

Founder of Tree Surgery installation and easy taping. 
Also sleeve type _ terminals, 
screw type, shrink fit, etc. etc. 


Remove Tree Hazards — 


What has summer done to the iia I tatiana cae 

ie plicing eeves, igure an va seamless 7ubD- 
trees along your lines? Are heavy ing—also split tinned sleeves. High conductivity 
overhanging limbs, decaying copper; close dimensions. 


branches, storm-shattered trunks Preferred by the largest utilities and 
electrical manufacturers—because they 


menacing your, wires. Perhaps its have found that “Penn-Union” on a fit- 
time for Davey men to work for ting is their best guarantee of Dependa- 
you. bility. Write for Catalog. 

Tree. interference may aid the Axis PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 


OAVEY TREE EXPERT C8. KENT, OnI8 


DAVEY TREE SERVICE ‘PENN- BA LICL 


CONDUCTOR _FITTInGcs 
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One War Week 


A calendar of events on one war job in one recent week gives a graphic 
picture of how General Electric is working to meet wartime emergencies. 


























1. THURSDAY: An order was 2. THURSDAY NIGHT: As 
received at an eastern G-E factory many workers as could be effi- 
for equipment needed by a U.S. ciently employed on the job worked 
warship near Australia. A special all night, all day FRIDAY, as- 
call went out sembling the equipment. 

















3. SATURDAY: Under police 4. WEDNESDAY: A _ bombing 
escort, the equipment was rushed plane landed the equipment at its 
to a nearby airport. Traveling by Pacific destination—10,000 miles 
plane, it arrived in San Francisco from the factory—six days after 
on SUNDAY receipt of order. 


General Electric believes that its first duty asa 
good citizen is to be a good soldier. 


General Electric Company, Schenectady, N. Y. wine 
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NEAR EVERY 
PUBLIC UTILITY 
AN IBM 
SERVICE BUREAU 


trained and equipped to help in this emergency 


IRST to be enrolled in the Nation’s service, utilities are taking 


on bigger and bigger tasks that are vital to our national effort 


. . . Fact-finding jobs inevitably grow out of emergencies. These 
peak analytical jobs need not be assigned to staffs already heavily 
burdened with regular work . . . IBM Service Bureaus in all prin- 
cipal cities are trained and equipped to help utilities with overflow 


accounting, research and fact-finding work . . . 


FOR SERVICE CALL NEARBY IBM SERVICE BUREAU 


Rate Analysis 
Market Research 
Physical Inventory 
Personnel Studies 
Material Analysis 
... and other studies 


INTERNATIONAL BUSINESS MACHINES CORPORATION 


Offices in ee Principal Cities 
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150,000 HP Francis Turbine 


for Grand Coulee Project 
(SHOP HYDROSTATIC TEST—230 LB. PER SQ. IN.) 


HYDRAULIC TURBINES 
FRANCIS AND HIGH SPEED 
RUNNERS 
BUTTERFLY VALVES 
POWER OPERATED RACK RAKES 
GATES AND GATE HOISTS 
ELECTRICALLY WELDED RACKS 





Newport News Shipbuilding and Dry Dock Company 
(Hydraulic Turbine Division) 


Newport News, Virginia 
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SAVE TO WIN 


VERY storage battery is a war weapon, containing 

metals vital to our fighting men. These metals should 

be held as a sacred trust. It is our duty to squeeze from them every 
ounce of use... by following simple rules for battery conservation. 





HERE’S HOW TO MAKE 
YOUR BATTERIES LAST 


1 Keep adding approved water at regular intervals. Most 
kinds of local water are safe in an Exide Battery. Ask us if 
yours is safe. 


Keep the top of the battery and battery container clean and 
dry at all times. This will assure maximum protection of the 
inner-workings. 


3 Keep the battery fully charged—but avoid excessive over- 
peer A storage battery will last longer when charged at 
its proper voltage. 

BATTERIES 4 Keep records of water additions, voltage and gravity read- 
ings. Don’t trust your memory. Write down a complete 


record of your battery’s life history. Compare readings. 
Know what’s happening! 


If you wish more detailed information, or have a special battery 
problem, don’t hesitate to write us. We want you to get the long 
life that is built into every Exide Battery. 





YOUR 
SCRAP 
WILL HELP 

WIN 








THE ELECTRIC STORAGE BATTERY COMPANY 
The World's Largest Manufacturers of Storage Batteries for Every Purpose 
PHILADELPHIA 


Exide Batteries of Canada, Limited, Toronto 
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NOT LONG AGO an inspector for one of the largest engineering and 
contracting concerns in the country was in our Ridgway Works inspect- 
ing some motors for a client. While passing through the shop he noticed 
two 2000-hp. two-pole induction motors being set up for test. He 
requested permission to witness the test, and was impressed by the 
outstanding performance of the motors. 


Soon afterwards his company ordered three Elliott 800-hp. two-pole 
motors for a utility plant. Their operation was so satisfactory that we 
have since built for this same utility plant three 1750-hp. two-pole 
motors, like those illustrated above. 


This is not the first time an inspector has been unusually 
impressed with the two-pole induction motors we build in 
Ridgway. In fact the word has passed around that we a | 
*‘know our stuff’’ on large high-speed motors. You will find 
lots of them driving boiler-feed and other pumps, particu- 
larly in utility plants — and doing an excellent job on it. 


Elliott Company engineers have the experience and 
*‘*know how” on this type of motor. They have been build- E , é ; : 
ing them with unusual success for 25 years. 


‘ COMPAN 


Elliott motors of this type have pressure lubrication from a built-in unit. - 

Stator frames are cast or welded steel, as desired. Large ventilating Electric Power Dept. 
channels and ducts in shell and stator core insure cool, quiet operation. 

Structural design provides unusually high strength and rigidity at high R l D G Ww AY 4 P A. 
speeds. Descriptive bulletin on request. DISTRICT OFFICES IN PRINCIPAL CITIES 


L-73 


LIOTT is anod an hia hiahecnaed indiurtiann matare 
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Due to war-time travel restrictions, conventions listed are subject to cancellation. 


@ SEPTEMBER @ 





{ Southeastern Electric Exchange opens section meeting, Atlanta, Ga., 1942. 
Indiana Electric Association convenes, Indianapolis, Ind., 1942. 








{ Kansas Association of Municipal Utilities will hold meeting, Beloit, Kan., Oct. 12, 
13, 1942. 








ta Society of Mechanical Engineers will convene, Rochester, N. Y., Oct. 12-14, 





q ey Independent Telephone Association will hold meeting, Chicago, Ill., Oct. 15, 16, 








Investment Bankers Association of America will hold “war finance conference,’ New 
York, N. Y., Oct. 19, 20, 1942. 





{ Pacific Coast Electrical Association, Business a ae a and Administrative Serv- 
ices sections, will hold session, Fresno, Cal., Oct. 22, 23, 1942 














4 National Electrical Manufacturers Association will hold meeting, New York, N. Y., 
Oct. 26-30, 1942. 





@ OcTOBER @ 





Y New England Transit Club holds meeting, Boston, Mass., 1942. 





4 National Safety Congress will hold session, Chicago, IIll., Oct. 27-29, 1942. 3 








J South Dakota Telephone Association will hold meeting, Mitchell, S. D., Oct. 28, 











International Municipal Signal Association starts meeting, Philadelphia, Pa., 








4 American Gas Association opens meeting, Chicago, Ill., 1942. 








q North Carolina Independent Telephone Association and Virginia Independent Tele- 
phone Association will hold joint convention, Roanoke, Va., Oct. 29, 30, 1942. 

















q Electrochemical Society starts session, Detroit, Mich., 1942. 
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From Elsie Hafner, N. Y. 


Courtesy of Vendome Galleries 


Smelters 


From a painting by Catherine B. Larkin 
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Is SEC Drifting off Course? 


Analyzing administrative problems, the author points out 
some instances in which he believes there has been a departure 
from the path of regulation and a chase through the legal un- 
derbrush after a reform idea not within the scope of the act 
creating the commission; and he suggests, in dealing with regu- 
latory and administrative matters, some helpful questions the 
commission and its critics might ask themselves. 


By MAJOR JEROME PRESTON, USA 


sion regulation—is largely a 
product of twentieth century 
political economy. It was, perhaps, an 
inescapable offshoot from the old con- 
stitutional trinity of legislative, ju- 
dicial, and executive branches which 
we found inadequate to cope with all 
the problems of governmental respon- 
sibility in an increasingly complex era. 
Naturally enough, commission regu- 
lation brought forth problems of its 
own. Conceived as a corrective for the 
limitations of older governmental 
forms, it has developed and expanded 


ee of business—commis- 
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to such an extent that some students 
of government are wondering whether 
we put some restrictive barriers back 
in place—to spell out the authority and 
mark more clearly the channels for 
commission action. 

For example, the necessity for regu- 
lation of business in order to preserve 
free enterprise is generally conceded. 
But regulation merges easily into plan- 
ning in limited areas. The success of 
planning in meeting specific problems 
encourages extension of its application. 
Yet, planning at some stage challenges 
individual freedom and becomes col- 
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lectivist. Mere “differences in empha- 
sis’ may thus accumulate to become 
the differences between democracy and 
state capitalism, just as a slight but 
sustained deviation from his course 
leads the wanderer in the forest to 
travel in a circle. 

A commission such as the Securi- 
ties and Exchange Commission pro- 
vides an excellent case study of this 
interesting process. Like most regula- 
tory commissions, the Securities and 
Exchange Commission constitutes 
within itself a small-scale replica of the 
old governmental trinity of powers— 
but slanted to special purposes. It is 
part administrative, part judicial, and 
occasionally part legislative or policy 
forming. As representative of the pub- 
lic interest it administers a law, initi- 
ating action and complaints. If these 
lead to dispute, the private rights are 
adjudicated by the same body acting 
somewhat as a court. If the law does 
not clearly define policy covering a 
given situation, the administrative 
functions extend to a determination 
(to some degree) of the direction of 
government policy. 


HE commission form as it has de- 

veloped here has been criticized by 
students of government, because of 
lack of a common policy between in- 
dependent commissions, because of the 
tendency for administrative and policy- 
forming ideas to influence unduly the 
judicial process, and because of the op- 
posite tendency. Businessmen subject 
to commission regulation think in less 
abstract terms. They object to the dic- 
tatorial attitude, the tendency to sub- 
stitute judgment where the conflict of 
private interests, if allowed to operate, 
would give the natural answer. 
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It is objected that a judicial attitude 
prevents a codperative and flexible han- 
dling of administrative matters. At the 
same time it is contended that an im- 
partial judgment cannot be obtained 
from one\party to a dispute. Further- 
more, critics fear an unconscious urge 
to extend power, resulting in stifled 
initiative and gradual atrophy of pri- 
vate enterprise. Some go further and 
say that the whole device has that de- 
liberate intention and that the end of 
the road is state capitalism. That may 
be true in several isolated cases. But 
to make such a general charge against 
the commission and its staff as a whole 
is as trouble making as it is unwar- 
ranted and unfair. 

The Securities and Exchange Com- 
mission is one of the most important 
commissions in the area of its influ- 
ence and in its impact upon the national 
economy. In its capacity as administra- 
tor of the Public Utility Act of 1935 
(the Holding Company Act), it has 
been one of the most criticized. There 
are certain reasons why this was and 
is, perhaps, inevitable. To understand 
why, let us check over briefly the com- 
mission’s performance to date under 
the Holding Company Act. 


S ECTION I of the Public Utility Act 
of 1935 lists five categories of evils 
which have adversely affected the pub- 
lic interest, investors, and consumers, 
and declares it to be the policy of the 
act, “in accordance with which policy 
all the provisions of this title shall be 
interpreted, to meet the problems and 
eliminate the evils as enumerated in 
the section.” Policy-making functions 
of the Securities and Exchange Com- 
mission under this act are limited, 
broadly speaking, to determination of 
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IS SEC DRIFTING OFF COURSE? 


what constitutes a reasonable capitali- 
zation and what is the proper size and 
scope of a holding company. The ad- 
ministrative necessities of the act, how- 
ever, sharply affect private interests 
and bring into prominence the judicial 
functions. 

Much of the antagonism to the Se- 
curities and Exchange Commission is 
based on opposition to the statute (the 
merits of which will not be considered 
here). Some of it rests upon mere mis- 
information and emotional reaction. 
The personnel has been accused of bias 
and worse. Commission decisions and 
statements have been distorted in head- 
lines and in newspaper comment. Con- 
sidering how essential it is to eliminate 
friction between business interests and 
the commission, one would hope for 
better understanding. It is noteworthy, 
indeed, that the commissioners remain 
quite sensitive to business opinion. 


= most serious specific criticism 
charges that the commission has 
been impractical. Yet, the record lends 
some support to the counter-contention 
that it has been flexible and practical, 
sometimes to the point of risking criti- 
cism for inconsistency. Let us look at 
the record from this viewpoint, for the 
moment : 

In the celebrated appendix to the El 
Paso Case! there was set forth a stand- 


1Re Engineers Pub. Service Co. (SEC 


1940) 37 PUR(NS) 65, 80. 


ard of capitalization of public utility 
operating companies under § 7 of the 
act. Many of us felt that it was an un- 
reasonable standard which would work 
unnecessary hardship on investors by 
blocking desirable refunding. This 
opinion however should not obscure 
the fact that the commission has been 
reasonable and flexible in applying this 
standard. For example, in the recent 
case of Jacksonville Gas Company, 
mortgage bonds equal to 66 per cent 
of total capitalization were permitted 
against the 50 per cent standard of the 
El Paso Case. The practicality of this 
attitude is not diminished by the com- 
mission’s argument that the Jackson- 
ville capitalization as approved, having 
no preferred stock, “may well be more 
conservative” than that of El Paso. In 
the case of Community Power & Light 
Company the commission approved a 
capitalization for the successor corpo- 
ration of which long-term debt con- 
stituted 62.6 per cent and long-term 
debt and preferred stock, taken to- 
gether, approximately 84.7 per cent, 
relying on later sale of property and 
restriction on common dividends to re- 
duce this high ratio. 

Practicality was again illustrated in 
the matter of the application of Elec- 
tric Bond and Share Company for per- 
mission to use $5,000,000 to continue 
repurchase of its preferred stock. The 
whole question of repurchase was cur- 


largely a product of twentieth century political economy. It 


q “REGULATION of business — commission regulation — ts 


was, perhaps, an inescapable offshoot from the old constitu- 
tional trinity of legislative, judicial, and executive branches 
which we found inadequate to cope with all the problems of 
governmental responsibility in an increasingly complex era.” 
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rently the subject of intense discussion 
and division of opinion within the staff 
and commission. But in order to permit 
the program to continue pending set- 
tlement of the major question, the com- 
mission granted the use of $2,000,000 
at some risk of being considered pica- 


yune. 


Sot months ago the commission 
turned down a request of National 
Power & Light Company to employ 
investment bankers to solicit exchanges 
of National Power & Light preferred 
stock for common stock of Houston 
Lighting & Power. This exchange of- 
fer was a step toward dissolution of 
National Power & Light Company, a 
holding company. But the commission 
demurred because it was skeptical of 
allowing pressure to be put on inves- 
tors even where the transaction has re- 
ceived the commission’s stamp of ap- 
proval as fair and equitable. Recently, 
however, in view of the lack of re- 
sponse, it reversed itself and permitted 
a group of investment firms to be com- 
pensated for inducing exchanges and 
also to make markets in both stocks to 
facilitate the operation. 

Another issue of practicality was 
raised in the Virginia Public Service 
Case. The question was whether the 
company should be permitted to go 
ahead with refunding its high coupon 
bonds at a substantial saving in annual 
interest shares, or whether it should be 
required to make this refunding part 
of an over-all recapitalization plan un- 
der a §11(b)(2) (simplification of 
capitalization) proceeding then pend- 
ing. Virginia Public Service Company 
property values are hardly sufficient to 
cover its present outstanding bonds and 
debentures plus the preferred stock. It 
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is clear that recapitalization is neces. 
sary and a plan submitted by the com- 
pany provides for the exchange of the 
present preferred stock for new com- 
mon stock, of which the old common 
would get perhaps a small percentage. 


i is difficult to get such a plan ac. 
tually through the mill—there is al- 
ways the possibility of objections by 
stockholders and perhaps an injunction, 
It might be easier to accomplish this re- 
capitalization if there depended on its 
completion the refunding so obviously 
desired by all parties. The majority of 
the commission said that refunding was 
clearly advantageous to all interests 
and must, therefore, be approved. It 
was observed that the refunding in no 
way prevented later accomplishment of 
a recapitalization. A dissenting opinion 
said, flatly, nothing doing on the re- 
funding separately, regardless of the 
possibility that delay might lose the 
savings presently possible. 

Here was another instance of a sym- 
pathetically practical point of view tri- 
umphing in the commission, but it was 
a close shave. The struggle between 
what may be termed (it is hoped with- 
out offense) the realistic or pragmatic 
attitude and the idealistic temperament 
has been going on for some time in 
the commission. But this was the first 
time the issue was clearly and openly 
developed in a close division. 

The clash between these two temper- 
aments is obviously of prime impor- 
tance. The challenge to the hitherto 
practical direction of the commission 
is one that should cause great concern. 
Doubtless, the theorist has his place in 
the commission, as yeast has in dough. 
But is he, generally, equipped to run 
it—to take charge of things? Further, 
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Regulation of Business 


“_.. the necessity for regulation of business in order to preserve free 
enterprise 1s generally conceded. But regulation merges easily into plan- 
ning in limited areas. The success of planning in meeting specific prob- 
lems encourages extension of its application. Yet, planning at some 
stage challenges individual freedom and becomes collectivist.” 





isn’t it a fair question whether the 


theorist’s chief service to the nation 


does not lie outside the administrative 
field? It is the theorist who can take 
most credit for reform legislation. Yet, 
at times it seems his very virtues have 
a way of getting tangled up with the 
reins of wise, restrained administra- 
tion, 


j Yene broad classification is, of 
course, subject to the limitations 
of all generalities. There are individ- 
uals who are above classification. Let 
us, for argument, define the practical 
person as one who is chiefly concerned 
with a solution of the problem before 
him. He lives in the present and is not 
inclined to question the major premises 
of his job. On the other hand, let us 
describe as a theorist the man of per- 
petually inquiring mind who accepts 
no premise without reservation, and 
who thus becomes the agent of change. 

Against the practical argument that 
a given proposal is a definite step to- 
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ward the objectives of the statute, the 
theorist points out that it is perhaps 
not the best or the longest step that 
could be taken. He frets because some 
different or more inclusive action might 
be substituted. In his search for per- 
fection, he tends to avert his gaze from 
the possible harmful results of delay. 
He minimizes practical obstacles to 
realization of his larger plans. In his 
concern for future rights he is prone 
to overlook present rights. All this is 
awkward, if not actually obstructive, 
for those who want to make regulation 
a workable institution. 

Theoretical tendencies among com- 
mission staff members can result in 
lengthy and unnecessary diversions 
from the main purpose of the statute. 
The wheels are slowed. They may ac- 
tually stop turning. This, because the 
legal theorist on the staff becomes 
absorbed in some new aspect of law. 
Fascinated by his own perspicacity, he 
leaves the simple path of regulation to 
pursue it. The theoretical commissioner 
SEPT. 24, 1942 





PUBLIC UTILITIES FORTNIGHTLY 


tends to speculate in the broader realm 
of public policy. He is likely to become 
an advocate of more and more exten- 
sion of regulation. In either case, how- 
ever, the result is to divert attention 
from the relatively restricted and now, 
after seven years, less romantic area 
of the statute. 


W: must keep in mind, of course, 
the enormous complexity of the 
problems of the Securities and Ex- 
change Commission even under this 
one act. It should not be assumed that 
delays and technicalities in regulation 
are due solely to the impractical in- 
fluences of theorists. The probable ef- 
fect of any decision on future decisions 
must be laboriously worked out, with 
due regard for past rulings. Sometimes 
a decision in one case is apparently in- 
extricably tied up with a question in 
another not yet decided. Such questions 
must be resolved before decisive action 
can be taken. 

It is only natural that the work of 
the Securities and Exchange Commis- 
sion, born as it was in an atmosphere 
of reform, should attract the theoreti- 
cal mind. On its staff may be found 
young men whose experience dates 
back no further than 1929, often less. 
They were “brought up,” so to speak, 
in the depression. Their point of view 
is the depression. They continue under 
the influence of the report of the Fed- 
eral Trade Commission, which de- 
scribes at length the mistakes of the 
utility business in past years, but says 
little or nothing about its accomplish- 
ments. On the other hand, the commis- 
sion staff has attracted many who are 
restrained and practical in their meth- 
ods. The group as a whole, in the writ- 
er’s opinion, is able, sincere, and de- 
SEPT. 24, 1942 


voted to the public interest. Legitimate 
personal ambition is present, of course, 
But businessmen can hardly challenge 
a public servant on that ground. 


Wee let us take a little more critical 
slant. Has the staff always ap- 
preciated the obligation of management 
to protect the interests committed to 
its care—even at the risk of challeng- 
ing the philosophy and statute under 
which the commission is operating? Is 
there really any justification for the 
attitude (occasionally met within the 
commission) that management is ob- 
structionist merely because it is trying 
to prevent the wiping out of its com- 
mon stockholders? This refusal to see 
or consider the other fellow’s position 
is an attitude which is properly deplored 
in business. In the commission’s case, 
it definitely undermines confidence in 
the commission’s judicial functions. 
Despite exceptions (who have been un- 
imaginative or plain stubborn) utility 
managements, in the writer’s observa- 
tion, have been codperative and more 
reasonable in their judgments of the 
commission than the general run of 
businessmen. 

Conceding that the commission’s ad- 
ministration of the Holding Company 
Act, up till now, has been generally 
temperate and practicable, although no 
one probably will agree with all its 
decisions, what basis have we for rais- 
ing the question posed by the title of 
this article: “Is the SEC Drifting off 
Course?” 

Well, we witnessed, in the majority 
and dissenting opinions in the Virginia 
Public Service Case, a more or less 
crystallized separation between what 
we have called the practical approach 
and the idealistic approach to a specific 
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regulatory problem. When such a di- 
vision occurs in the commission mem- 
bership we have dissenting opinions or 
split votes. But where it develops in 
the commission staff, what do we 
have? We have results that may be far 
more mischievous. 


be us consider, in this respect, two 
matters now before the commis- 
sion which may give us some idea of 
the drift, if any, of the commission’s 
operation from its true statutory course 
of practical administration of the Hold- 
ing Company Act. These cases are dis- 
cussed not at all with the view of in- 
fluencing the commission’s action in 
the future (leaving aside the flattering 
implication of such a suggestion. It is 
not an attempt to try them over again. 
Itis rather an attempt to discover what 
has already been done in the months 
during which they have been informally 
or formally before the commission— 
to disclose the most recent evidence of 
trend. While the cases are important 
in that they affect large numbers of 
investors, they have no great intrinsic 
significance. In short, let us look on 
these cases as testing samples, bringing 
into relief this contest of temperamen- 
tally opposite views we have been dis- 
cussing. 

One of these cases involves the fair- 
ness of permitting a company to ac- 
quire its own securities in the open mar- 


e 


ket at depressed prices in the face of 
the fact that the Holding Company 
Act will probably require its ultimate 
dissolution. This question comes up in 
varying forms in a number of cases, 
including proposals by Electric Bond 
and Share, Columbia Gas & Electric, 
and others. But it is likely to be de- 
cided in its most general aspect in the 
matter of application of Engineers 
Public Service to purchase its pre- 
ferred stock (it has no bonds) with the 
proceeds of sale of one of its subsidi- 
aries disposed of in accordance with 
a commission order. ‘ 


.’ seems a natural enough request. 
The company is obligated to pay 
an average of 53 per cent on its pre- 
ferreds which sell currently in the fif- 
ties to yield 10 per cent. The cash is 
earning nothing and, of course, the 
company has lost the earning power of 
the properties sold. There are no ar- 
rears of dividends. Company purchases 
will improve the market for those who 
have to sell. It will strengthen the po- 
sition of those who wish to hold. No 
investor opposed the application. Yet 
the staff recommended against it in a 
brief that the writer found theoretical 
in the extreme. 

Those whom we have called practi- 
cal minded see in market repurchase 
an immediate and positive step toward 
liquidation of holding companies (a 


change Commission constitutes within itself a small-scale 


q “LIKE most regulatory commissions, the Securities and Ex- 


replica of the old governmental trinity of powers—but slant- 
ed to special purposes. It is part administrative, part judicial, 
and occasionally part legislative or policy forming. As rep- 
resentative of the public interest tt administers a law, initiat- 
ing action and complaints.” 
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major purpose of the act). But the 
idealists find difficulties, including pos- 
sible unfairness to individual security 
holders, legality under the statute, and 
the desirability of other methods of 
distributing cash to security holders. 

The staff argument, as it appears in 
the brief in this case, weighs the im- 
mediate benefits of repurchase against 
the possible benefits of other methods, 
but ignores the fact that these alterna- 
tives cannot be realized except in the 
indefinite future and perhaps not at all. 
It is unimpressed by the uncontested 
statement that all interests involved 
favored the proposal. It is concerned 
over the low price of the stock and the 
possibility of injustice to a small stock- 
holder who might tender his stock in 
ignorance despite full disclosure. Yet 
it is apparently undisturbed by the un- 
favorable effect of denial upon the vast 
majority of stockholders. 


HIS would seem to be a case where 

the staff has left the path of regu- 
lation to chase through the legal under- 
brush after a reform idea. It is inclined 
to question the basic fairness of per- 
mitting any corporation to acquire its 
own securities in the market. Unde- 
terred by the fact that the Holding 
Company Act contains no such sug- 
gestion and is directed toward other 
clearly defined ends, the staff is willing 
to pause, if not actually turn back, from 
prosecution of these ends to pursue this 
interesting question. 

Now, after all, is not reform more 
properly a matter for the legislature to 
consider? Is it not a fair question 
whether successful commission admin- 
istration does not require scrupulous 
observance of the limitations of its 
controlling statute? If matters are un- 
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covered requiring reform, should they 
not be made the subject of reports to 
Congress? 

Our next case study concerns Elec- 
tric Bond and Share Company. Judged 
by the ameunt of assets controlled this 
is the largest of utility holding com- 
panies. There are several tiers of hold- 
ing companies in the system. They are 
all pyramided. Hence this system em- 
braces most if not all of the situations 
listed in § 1 of the act as subject to 
correction. 

Liquidation of this company has 
been agreed upon by the management. 
The first step is to get rid of the pre- 
ferred stock, its only senior security. 
Its most valuable asset, amounting to 
$53,000,000, consists of loans and ad- 
vances to an indirect subsidiary, United 
Gas Corporation. In the spring of 1941 
the latter applied to the commission 
for permission to borrow $75,000,000 
for the purpose of refunding its entire 
debt, including these loans. This would 
clear up arrears of dividends on its 
first preferred stock, the only security 
outstanding with the public other than 
a minority of the common stock. The 
balance of the common stock (except | 
9.6 per cent owned directly by Electric 
Bond and Share) and all the second 
preferred are owned by Electric Power 
& Light Company, a subsidiary of 
Electric Bond and Share Company. 


_ the proposed bonds met the 
test of reasonableness in relation 
to earnings and assets is indicated by 
the fact that they had been sold to a 
group of insurance companies ona 3.35 
per cent yield basis. This is close to if 
not actually the lowest cost long-term 
financing ever arranged by a natural 
gas company, The first preferred stock 
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Importance of the Securities and Exchange Commission 


74 HE Securities and Exchange Commission is one of the most 

important commissions in the area of its influence and in its 

impact upon the national economy. In its capacity as administrator 

of the Public Utility Act of 1935 (the Holding Company Act), it 
has been one of the most criticized.” 





has been selling above par for some 
time. 

The proposed refunding would have 
saved United Gas Company $750,000 
per annum in interest charges net after 
taxes and would have released cash to 
Electric Bond and Share Company 
which, added to the cash and market- 
able securities on hand, might have per- 
mitted retirement of all of the pre- 
ferred stock. Thus, without tedious 
proceedings and involved estimating 
of values, a one-stock capitalization 
would be accomplished, permitting easy 
dissolution by distribution of the re- 
maining assets. One would think that 
this application would have been re- 
ceived by the staff with great satisfac- 
tion, because it offered achievement of 
a major objective of the act without 
compulsion but rather with the whole- 
hearted approval of all concerned, in- 
cluding the investors. 

Such was not the case. During 1940 
the staff was busy studying the files 
of both companies. In early 1941, it 


prepared a preliminary report or mem- 
orandum to the commission urging the 
necessity of a thorough investigation 
of these loans to determine their va- 
lidity and the propriety of permitting 
United Gas to sell bonds to repay them. 
This memorandum is a surprising doc- 
ument. It patently contains, in this 
writer’s opinion, half-truths, unfair 
and unsupported inferences. He dis- 
covered, however, that it was not the 
product of a vindictive person, but of 
a very sincere staff member whose prin- 
cipal difficulty seemed to be lack of un- 
derstanding of the business problems 
involved. It was an object lesson in 
making snap judgment of the other 
fellow’s motives. 


How the harm of that memo- 
randum persists and would be no 
greater if it had been prepared with 
malice. Hearings were ordered and 
lasted through the summer. The bond 
sale contract with the insurance com- 
panies was extended several times, 
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finally to February 28, 1942. After 
Pearl Harbor, it became apparent there 
could be no further extension, but the 
staff could not arrive at an opinion. 
So, despite efforts on both sides to per- 
mit the financing pending final settle- 
ment of the main issue, the contract 
was allowed to lapse. Both Electric 
Bond and Share and United Gas pre- 
ferreds dropped sharply on the market. 
Everyone was unhappy and disturbed. 

The commission issued an explana- 
tory statement outlining the circum- 
stances, in which appeared this inter- 
esting sentence: “At this time we are 
not in a position to reach any conclu- 
sion, in any manner or degree whatso- 
ever, as to whether any violation of 
such fiduciary obligations may or may 
not have occurred, and if any occurred, 
as to what the consequences might be.” 
This, of course, was intended to leave 
the matter unprejudiced. But it is sur- 
prising indeed that after a year or more 
of preliminary investigation and nine 
months of hearings the staff still found 
itself looking at a blank wall. 

This case illustrates an important 
danger of commission operation. The 
staff gets itself committed to a posi- 
tion (without, perhaps, deliberately in- 
tending to do so) by the very time and 
effort it invests in the proceedings and 
by the trouble and inconvenience it 
causes others. Somehow the loss of in- 
terest savings to United Gas Corpora- 
tion, the fears engendered in stock- 
holders resulting in loss of market val- 
ue of many millions of dollars, the 
waste of lawyers’ fees in preparing 
registration statements and contracts 
—all these must be justified. So the 
digging goes on in the hope of turn- 
ing up something that will warrant 
such extensive investigation. 
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yo” were resumed in June, 
1942, with little hope of even a 
recommendation from the staff to the 
commission before fall. There are indi- 
cations that the ground will be slightly 
shifted. A Wecision in another case sug- 
gests that validity of the loans will no 
longer be questioned, that recapitali- 
zation of United Gas Corporation will 
be pressed, and that the issue will rest 
on the question of fairness. This is a 
good place to leave it, and has the ad- 
ditional practical merit that in the con- 
fusion of the reorganization everyone 
may hope to escape with honor. 

The issues involved are technical and 
their discussion in detail will not be at- 
tempted here. In general the staff— 
invoking the popular “Deep Rock doc- 
trine’”—wonders whether “fairness” 
does not require arbitrary changes in 
the financial relations between the two 
companies which would have the prac- 
tical effect, as things now stand, of tak- 
ing a substantial part of the $53,000,- 
000 asset of Electric Bond and Share, 
represented by its loans to United Gas, 
and disposing of it for the benefit of 
the preferred stockholders of Electric 
Power & Light Company as the bene- 
ficial owners of the greatest part of 
the equity in United Gas Corporation. 
This would be a handsome and unex- 
pected windfall for them and a heavy 
and equally unforeseen loss for Elec- 
tric Bond and Share preferred stock- 
holders. 

Even assuming an injustice in the 
past, a redistribution of this kind cre- 
ates new injustices, probably even more 
than it redresses. A large amount of 
both stocks is no longer held by those 
who were the owners at the time of the 
original alleged injustice, but was ac- 
quired subsequently by new owners on 
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the basis of the situation as it is. The 
informed speculator with his ear close 
to the commission is an outstanding 
beneficiary of sudden changes of this 
kind, while the small investor who is 
supposedly being protected by these re- 
arrangements is forced to base his 
judgments on published information. 
The latter may lose even if, after the 
smoke blows away, the commission de- 
cides no action is required, because he 
has been frightened into selling. 

If laws have been broken, the ordi- 
nary remedies are available. Aggrieved 
stockholders can file suit and damages 
can be awarded by a court of law. The 
process is admittedly, and we think 
properly, more protective of the status 
quo than if the decision rested with an 
administrative body, even though the 
latter is subject to court review. 


HE position of the Securities and 
Exchange Commission when 
questions like this arise is not an easy 
one. It does not want to approve a 
transaction which will result in remov- 
ing assets from attack, or which will 
make the task of readjustment more 
difficult if one is ordered by the court. 
It does not want to give approval to a 
seemingly questionable arrangement. 
The act is broad enough to give the 
commission the right to examine the 
merits of the question if it so desires. 
The issue arises over the propriety 


and wisdom of doing so, in the particu- 
lar case. Three points seem important: 
(1) Justice to all the individuals con- 
cerned is impossible to achieve as a 
practical matter. (2) The threat of im- 
portant readjustment disorganizes 
markets and strikes a potent blow at 
general investor confidence. (3) The 
public policy, set forth in the act, is to 
bring about conditions which will make 
the enumerated abuses impossible in 
the future, and adjudication of private 
rights is only incidental. 


i igo the circumstances, it seems 
that the policy of the Securities 
and Exchange Commission should be 
to avoid rather than to seek out such 
troublesome questions. Such a re- 
strained course, however, has more ap- 
peal to practical minds than to idealists 
who love the opportunity to right 
wrongs. Strong in the consciousness of 
their impartiality, they argue that the 
particular question is necessary to the 
main purpose (after all, it is a matter 
of judgment). They answer the first 
two of our points by saying that one 
cannot make an omelet without break- 
ing eggs. There is danger, however, 
that the investor’s eggs will get broken 
to no other practical purpose than to 
make a legal omelet for the staff’s con- 
sumption. 

This United Gas Case well illustrates 
the subtlety of the problems of admin- 


e 


“THEORETICAL tendencies among commission staff mem- 
bers can result in lengthy and unnecessary diversions from 
the main purpose of the statute. The wheels are slowed. 
They may actually stop turning. This, because the legal 
theorist on the staff becomes absorbed in some new aspect 
of law. Fascinated by his own perspticacity, he leaves the 
simple path of regulation to pursue it.” 
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istration by commission. Regulation it- 
self involves many unpleasant things 
such as delay, inconvenience, expense, 
and a certain loss of freedom of action, 
and these must not be charged against 
the commission. As pointed out above, 
persons adversely affected see only too 
clearly the harmful effects of the course 
selected by the commission and con- 
demn it in round and general terms. 
But because the criticism is general, it 
can be answered and thus fails of its 
effect. Each side becomes confirmed in 
its position and the common ground, 
if any, diminishes. Actually, it is very 
difficult to prove error in a government 
agency operating under a broad statute. 
This merely emphasizes the need for 
intelligent criticism, including, of 
course, self-criticism. 


:* we concede, as we have here, that 
a good deal of regulation is neces- 
sary to maintain our system of free en- 
terprise, we must make it work. How 
is this possible? Is it too Utopian to 
expect? Perhaps, but the writer be- 
lieves not. As a matter of fact, much 
progress has been made already. We 
have noted that the commission is 
sensitive to constructive criticism. We 
have noted also that utility businessmen 
at least have tried to understand the 
commission and cooperate with it. So 


far so good. That is the line to be pur. 
sued. 

Further progress along this line de. 
pends largely on a live-and-let-live at. 
titude on both sides, an honest effort to 
see the other fellow’s point of view, 
and, above all, a careful and continu. 
ous examination of conscience. The 
commission critic must put this ques- 
tion to himself: “Am I voicing the 
criticism because I honestly believe it 
is sound and necessary, disregarding 
any personal interest in the matter, or 
is my personal interest distorting my 
judgment ?” 


HE commissioners and the com- 

mission staff members must put 
to themselves this question when they 
are called upon to decide controversial 
questions of policy or procedure: “Am 
I really striving to make the Holding 
Company Act work successfully—to 
pursue the purposes listed in the act 
and only those purposes? Or am I and 
my colleagues following a personal con- 
ception of social policy?” 

Only in such an attitude on both 
sides is there assurance against the 
drift. It would bring about honest un- 
derstariding. It would result in conf- 
dence, and where there is confidence all 
things are possible even if men are not 
angels. 





Control of Capital Expenditure 


¢ cT HERE are persons in or on the fringe of Federal officialdom who 

believe in governmental authority over the flow of all capital. 
That in itself would create a species of state capitalism to supplant the 
private enterprise system. Those who desire to see the United States 
take a long stride on the road to totalitarianism would naturally wel- 
come a wholly unnecessary defense-time direct control of capital ex- 
penditure. They would have good cause to regard it as just such a stride 
along that road. They would exert themselves enthusiastically to pre- 
vent the country from ever turning back.” 
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—EDITORIAL STATEMENT, 
The Wall Street Journal. 
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Tax Strangulation and the 
Business Corporation 


The American war effort obviously depends upon 
efficient and full speed operation of American 


business. 


This author believes that faulty notions 


about taxes threaten to interfere with these opera- 
tions unnecessarily. 


By WALTER J. HERRMAN 


ID you ever forget to release the 

D hand brake before driving 

your car away full speed? If 

so, you can recall the unpleasant feel- 

ing that came over you when you 

smelled the burning lining and realized 

the needless waste and strain that had 

been placed upon an otherwise efficient 

and useful machine by a trifling act of 
carelessness. 

Yes, there is something about even 
such a relatively minor accident of set- 
ting one constructive force to work 
against another which simply goes 
against the grain of the average Amer- 
ican with his ingrown distaste for lost 
motion. No matter how well you could 
afford the small repair involved, it 
probably annoyed you as much as the 
sight of a horse being abused or the 
screech of scraping knives, or some 


other incident that happens to make 
your “blood run cold.” 

Well, Congress today is engaged in 
the consideration of a tax bill which 
involves a pretty fair analogy. Con- 
gress faces the task of trying to keep 
the machinery of American business 
operating while the pressure of brakes 
of all kinds is being drawn tighter and 
tighter. The analogy stops there be- 
cause this tax question is far from be- 
ing a petty annoyance resulting from 
passing thoughtlessness. It is a situa- 
tion which threatens to slow down and 
even stop the economic processes of 
business life in this country at a critical 
time when full speed operation is 
needed as never before. 

Looking at the problem from the 
outside, it seems as if our taxing au- 
thorities either do not understand the 
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import of this braking action on cor- 
porate enterprise or they feel that the 
need for income is so desperate as to 
override all other considerations. The 
tragedy is that the same total of taxes 
can just as readily be collected without 
impairing the efficiency of the operat- 
ing mechanism by transferring the 
burden to the nonoperating recipients 
of corporate income. 


mg there is better apprecia- 
tion of this elementary taxing 
principle in allied Britain, where the 
government is certainly as hard pressed 
for taxes as our own. Recent pro- 
posals coming out of Washington have 
stimulated a number of comparisons 
between practices and the methods in 
effect in England, all of which em- 
phasize the increasing handicaps of do- 
ing business in this country as an in- 
corporated enterprise.’ 

It is generally conceded that the 
primary reason for creating a corpora- 
tion is to permit the convenient and 
economical utilization of collective in- 
vestment under unified management. 
While it might be even more con- 
venient and economical for any given 
business to be owned and operated by 
only a single individual or family (as, 
for example, the Ford Company), it is 
obvious that the amount of wealth con- 
centrated in the hands of the so-called 
rich would not total more than a small 
fraction of the aggregate investment in 
business enterprises in the United 
States. Furthermore, even if such 
concentration were possible, it would 
effectively deny to all others any par- 


1See article by George O. May, in July, 
1942, issue of Journal of Accountancy, and 
article by W. D. Gay, in July 29, 1942, issue of 
Journal of Commerce and Commercial, also 
Time magazine for July 27, 1942, p. 72. 
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ticipation in such individually owned 
companies. 

Whether or not it is desirable for 
any given business to grow to a size 
beyond that which could be financed 
entirely byva single individual may be 
considered by some debatable, but it is 
a question that does not need to be 
answered. The fact is that it has been 
found expedient and possible, through 
collective investment in corporate 
form, to build such enterprises as the 
United States Steel Company, the 
General Motors Company, the General 
Electric Company, and the large rail- 
roads and utility systems which do ex- 
ist in this country today. Without 
these, it seems reasonable to conclude, 
our present war production would have 
been hopelessly bogged down. 


F& the past several years, however, 


there seems to have arisen in the 
minds of the public a distrust of cor- 
porations and businessmen and busi- 
ness itself. There has developed a cor- 
responding inclination to look with 
favor upon the harassment of busi- 
ness through all kinds of controls and 
regulations, through adverse publicity 
in connection with unusual cases of 
managerial misconduct, through puni- 
tive investigations, and finally through 
the levy of greatly increased taxes. 

Hitler blamed the Jews for the ills 
of Germany and popularized their 
persecution. Business enterprise in the 
United States has been made a similar 
scapegoat. True, the blood of Amer- 
ican businessmen has not as yet been 
spilled by any government pogrom, 
nor have they been sent to concentra- 
tion camps. Yet it is a fair question 
whether under continuing adverse cir- 
cumstances the increasing pattern of 
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class prejudice engendered by such 
policies might not eventually result in 
deplorable excesses. 

The possibility that such a point of 
view may become a boomerang to the 
nation at large is seldom considered, 
because certain underlying principles 
of corporate enterprise are frequently 
misunderstood, not only by the public, 
but by many public leaders, even in- 
cluding corporation executives. 

It was noted at the outset that the 
primary reason for creating a corpora- 
tion was that it afforded a con- 
venient and economical way of doing 
business. But while the corporate 
form saves money in certain directions, 
primarily as a result of mass produc- 
tion, it is frequently subject to other 
offsetting costs which may be avoided 
by an individually owned enterprise. 


| oe one thing, it is very difficult to 
employ management as efficient 
as that which is inspired by self-inter- 
ested ownership. Legal, accounting, 
and general overhead costs are usually 
higher. But, by far most important, 
taxes are overwhelmingly larger. This 
differential has become particularly 
significant in the last two or three years 
of mounting Federal income taxes, 
since the average individually owned 
unincorporated business is, of course, 
wholly exempt from any such levies as 
a business and is subject only to the 


ordinary individual tax of the owner 
or partners. The question arises, 
therefore—how much is it worth to 
pay for the privilege of remaining a 
corporation ? 

An example may be illustrative. 
There is, in southern California, a 
small community located on the tip of a 
narrow peninsula, the residents of 
which make continual use of a 5-cent 
auto ferry to the mainland, thus saving 
a drive of about two miles around the 
shore route. The 5-cent fare is in this 
case a reasonable price to pay for the 
convenience obtained. Now let us sup- 
pose that the fare were raised to 10 
cents. At this price, it would probably 
be about as expensive to take the ferry 
as to drive around, but, because of the 
saving in time, it is likely that most 
of the people would still choose to use 
the ferry. Going a step further, it is 
reasonable to believe that a raise from 
10 cents to 20 cents might induce a ma- 


2 While the individual rate may actually be 
higher than the corporate rate in the case of a 
single large owner, the fact is that corporate 
ownership in this country is primarily in the 
hands of millions of small shareholders whose 
individual tax rates are, in the aggregate, only 
a fraction of the present or proposed corporate 
rates. The effect of such corporation taxes is 
therefore to impose on the average stockhold- 
er a rate substantially higher than he would 
pay as a direct owner of his equivalent pro 
rata of the business. In addition, all stock- 
holders, large and small, are required to pay a 
further tax at their respective individual rates 
on dividends received out of any remaining 
corporate income, resulting in duplicate levies 
which may approach confiscatory levels. 


“UNSOUND increases in normal corporate taxes not only in- 
crease the direct cost of the war but furnish substantial in- 
direct contributions to the spiral of inflation. With our in- 
dustrial machine devoted 50 per cent or more to war pro- 
duction, 50 cents of every dollar of tax paid must obviously 
be contributed by the government itself! But that ts only 


the beginning.” 
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jority of the residents to abandon use 
of the ferry entirely. 

To make the example even more per- 
tinent, it may be further assumed that 
the road route is extremely rough and 
dangerous, in which event even a 20- 
cent or 30-cent rate might still justify 
use of the ferry. But it is also obvious 
that at some point—say 40 cents or 50 
cents—the cost of the convenience 
would no longer justify its use, and, as 
a result, more and more traffic would 
be diverted from the ferry either by 
reason of cessation of travel altogether 
or by utilization of some less expen- 
sive, even if less convenient, alternative 
route. 


pee the same reasoning applies 
to a corporation. As long as the 
cost of doing business as a corporation 
is reasonable in relation to the con- 
venience derived, it is economic and 
proper to pay those costs. Thus it 
might be entirely justifiable to incur 
additional Federal income taxes of say 
15 per cent or 20 per cent to obtain the 
benefits of doing business in a corpo- 
rate form (as contrasted with a part- 
nership or an individual enterprise) ; 
but if the tax were raised to 40 per cent 
or 50 per cent, it might more than ab- 
sorb all such benefits. It is clear that 
when the cost of using any particular 
operating tool exceeds the savings 
growing out of its use, then the tool 
must be abandoned for some alterna- 
tive, less costly device. The corporate 
form itself is no exception. 
Unfortunately for our national wel- 
fare, the average man in the street does 
not seem to appreciate that he, as the 
ultimate consumer, must in the long 
run pay, through increased prices, any 
increases in costs of production, includ- 


ing the cost of taxes. Nor does he ap. 
pear to understand that the relatively 
low prices of most corporately pro. 
duced articles, from electric light bulbs 
to automobiles, are largely due to the 
efficiency of mass production opera- 
tion which is not ordinarily possible in 
smaller individually owned enterprises, 

Finally, he certainly does not seem 
to see that regardless of whether busi- 
ness remains in the corporate form and 
passes along its higher taxes in the 
form of higher prices, or is forced to 
return to higher-cost but tax-free in- 
dividual operation, he, the consumer, 
must pay the increased costs in either 
case. Obviously, when taxes consti- 
tute 20 per cent or more of total costs, 
as they now do for many products, that 
indirect sum may be several times the 
direct tax which the consumer might 
otherwise be called upon to pay, for 
the manifest reason that indirect taxes 
are included in every dollar spent, 
whereas direct taxes are proportioned 
in relation to each individual’s ability 


to pay. 


i fe lawmakers and taxing bodies 
in England have always perceived 
the uneconomic effect of high normal 
corporation taxes. They understand 
that any such taxes are a discrimina- 
tory double tax on collective owner- 
ship which, when carried to an ex- 
treme, will always tend to be avoided 
by a reversion to individual ownership, 
with the resulting inefficiencies and 
higher costs of small-scale operation. 
Obviously, the ultimate effect of all 
such taxes and the resulting higher 
costs must be to increase prices to the 
consuming public at large. 

This problem in the United States 
has been particularly obscured in re- 
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Convenience of Taxing Corporations 


& Bid is simple and convenient to tax corporations because they happen 

to be a channel through which a great deal of money flows, and 
it is only natural to look for something where we know we can find tt. 
The fact that this money really belongs to third parties and that the cor- 
poration is only an artificial legal device in order to permit such parties 
to work together, rather than separately, is apparently quite forgotten.” 





cent months by much loose talk about 
war profiteering and a resultant de- 
mand for taxing the profit out of war. 
The ideals behind such conversations 
may be excellent, but the application is 
frequently disastrous. Thus the levy of 
a properly designed, relatively high- 
rate excess profits tax may be quite 
logical, whereas a high-rate normal tax 
is ordinarily completely illogical. 
Unsound increases in normal cor- 
porate taxes not only increase the direct 
cost of the war but furnish substantial 
indirect contributions to the spiral of 
inflation. With our industrial machine 
devoted 50 per cent or more to war 
production, 50 cents of every dollar of 
tax paid must obviously be contributed 
by the government itself! But that is 
only the beginning: Due to the same 
taxes, there must follow a correspond- 
ing increase in the cost of all nonwar 
products, which in turn necessitates an 
increase in wages to maintain living 
standards. These increases in wages 
must be paid by the government for its 
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war goods on the one hand and by 
domestic consumers on the other. 

In all of this process, base costs are 
further increased by decreasing eff- 
ciency of operation, since the normal 
rewards of efficiency decline as taxes 
increase. In the aggregate, costs are 
now increased on three fronts, grow- 
ing out of higher taxes initially, but re- 
inforced by higher wages and lower 
efficiency as secondary effects. Finally 
with decreased production of nonwar 
goods, and with more money in circula- 
tion due to higher wages, prices not 
only keep pace with increased costs but 
rise above such costs due to the com- 
petitive demand. We now have infla- 
tion, and everyone suffers accordingly. 


I ET us examine the alternative pro- 
cedure of low normal corporate 


taxes. In England, after paying a 
nominal tax of 5 per cent, the remain- 
der of any normal profits are taxed in 
the hands of the stockholder owner in 
proportion to his aggregate income, 


SEPT. 24, 1942 





PUBLIC UTILITIES FORTNIGHTLY 


rather than through a corporate tax 
equal in per cent for rich and poor 
alike. These direct taxes reduce pur- 
chasing power where it needs to be 
reduced—in the hands of the ultimate 
consumer — without impairing cor- 
porate efficiency or increasing cor- 
porate costs. The effect is doubly 
beneficial ; it results in lower prices for 
all consumers, government and indi- 
vidual alike, and at the same time 
removes excess purchasing power 
where it is most dangerous from an in- 
flationary point of view. 

Last, but not least, it should be noted 
that high corporation taxes tend to re- 
act with peculiarly pernicious effect on 
the farmer, who has to buy corporately 
produced products at high prices with- 
out corresponding increases in the 
price of his own produce. It has been 
shown time and again that the only 
practical way to improve the lot of the 
farmer is through reduction of costs 
in industry, and such reductions can 
only be obtained by utilization of 
highly efficient mass production meth- 
ods as developed in the modern 
corporation.’ 

In the face of so much evidence 
against excessive normal corporation 
taxes, it is only fair to ask why the 
government of this country persists in 
increasing these levies to still higher 
and higher percentages. 


83 See “Income and Economic Progress,” by 
Harold Moulton, published by the Brookings 
Institution, 1935. 


There seems to be only one apparent 
answer and that again is convenience, 
It is simple and convenient to tax 
corporations because they happen to be 
a channel through which a great deal 
of money flows, and it is only natural 
to look for something where we know 
we can find it. The fact that this money 
really belongs to third parties and that 
the corporation is only an artificial 
legal device in order to permit such 
parties to work together, rather than 
separately, is apparently quite for- 
gotten. 

No claim is made here that these 
third parties should not be fully taxed 
on their respective shares of the cor- 
porate earnings in accordance with 
their respective abilities to pay. As in 
England, such personal taxes could 
properly be withheld by the corpora- 
tions and paid direct to the govern- 
ment, but such payments would not be 
a tax on the business and would not 
enter into the cost of production. 


| alana apart from basic economic 
considerations and the general 
welfare of the nation, attention should 
also be directed to the fact that exces- 
sive corporation taxes cannot help but 
result in the eventual insolvency of 
many enterprises. It is true, of course, 
that any business commitment in- 
volves a risk of loss, but for a govern- 
ment to bring about such losses delib- 
erately seems beyond all compre- 
hension. 





Due to heavier loading and longer haul, railroads in the first four 
months of 1942 transported nearly 40 per cent more freight, meas- 
ured by ton-miles, than in the same period in 1941, although the num- 
ber of cars loaded with revenue freight only increased about 11 per cent. 
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Will War Raze the State Line 
Trade Barriers? 


The problem, in the opinion of the author, will, 

in the end, not be solved by Federal fiat, but little 

by little by the states through the town-meeting 
process. 


By HERBERT COREY 


LMOST any day now President 
Roosevelt will issue an execu- 
tive order opening the gates be- 

tween the states for the duration of the 
war. The order may have been issued 
before this article is printed. 

It will be an excellent device for 
duration. Occasional interferences with 
the movement of freight across state 
lines have hampered war work. But 
truth rears its ugly head. 

The trade barriers will be in place 
after the war just as they have been 
for years past. They always will be in 
place. There is no way of getting rid 
of them unless Congress will enact a 
law abolishing human nature. There 
are a score of reasons why trade bar- 
tiers should be done away with. They 
are so disruptive a factor that they 
might eventually start each of the 48 
states quarreling with the other 47. 
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They were such a dangerous nui- 
sance that they compelled the transfor- 
mation of a go-as-you-please confed- 
eration into the United States of Amer- 
ica. They are also so imperatively 
needed by the states for the protection 
of their citizens that no state which 
preserves even a semblance of states’ 
rights self-respect will voluntarily re- 
linquish them. They are one of the 
means by which cartels and monopolies 
are enabled to skin P. Augustus Public 
out of some of the money he has left. 
They are also one of the shields which 
protect Mr. Public from dirty milk and 
Japanese beetles. 

They present an insoluble problem. 

Therefore the problem must be 
solved. 

No one I have found has even an 
idea what the solution will be. I have 
talked with many of the master minds 
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about the trade barrier puzzle and the 
most satisfying suggestion has been 
that nothing can be done by law and 
that the only hope is that all good men 
will eventually come to the aid of the 
country and the lion will lie down with 
the lamb and that all card players will 
shake all the aces out of their sleeves 
before they start a game and that, For 
Cripes’ Sake, why don’t we talk about 
how we are going to save the world 
after we win the war? 

There is something in that world- 
saving suggestion. It might be easier. 

If there is anyone who does not re- 
member what a trade barrier is, here 
is a definition in tabloid. 


| ana of the various states has set 
up one or many devices for the 
controlling of commerce and traffic en- 
tering the state, either through port of 
entry or taxation or prohibition. There 
are perhaps 3,000 laws governing such 
interstate traffic. That is guesswork, 
but guesswork by good authority. As 
a people we are committed to the belief 
that anything can be cured by passing 
a law even if the law is at once for- 
gotten. Perhaps 75,000 bills are pro- 
posed annually in the 48 legislatures. 
About 15,000 are given more or less 
definite form. Many of them become 
law. 

Some of these—to restrict this con- 
sideration to trade barriers—have good 
reasons back of them. The citizens of 
no state want bagworms brought in 
by motorists who think they will ulti- 
mately burst into bloom, or milk loaded 
with the germs of undulant fever. An 
overtaxed state which has not been able 
to pay for roads that will stand up un- 
der the heavy truck loads of today is 
justified in limiting the weight and 
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speed of trucks. On the same principle 
a state which requires that its resident 
dentists be properly qualified and pull 
teeth under sanitary auspices will not 
permit itinerants to do a fleeting busi- 
ness in its towns. 

Other ‘trade barriers are set up for 
the single purpose of handing a bit 
more gravy to the folks at home. Ac- 
cording to a government statement, a 
farmer sending milk into the District 
of Columbia must use four hem- 
stitched towels on each cow each day. 
Ordinary machine - finished towels 
won’t do. Egg grades are established 
by Federal regulation, but the Federal 
government cannot restrict states or 
municipalities from adding other 
grades at will. Eggs produced outside 
the protected area may be graded and 
stamped in such a way that the con- 
sumer is in effect warned not to buy 
them. In one region outsider-milk must 
be colored pink. In another outsider- 
cream must have yellow coloring added. 
One state ordered outsider-trucks un- 
loaded each night, to be reloaded in the 
morning. In several states the weight 
limit on trucks compels the long-haul } 
truckers to transfer the load of one § 
truck to two trucks at the state lines. 


NNUMERABLE similar interferences 
with the movement of interstate 
traffic might be cited. 

In each such case the state in enforc- 
ing such laws is within its constitu- 
tional rights. Congress has plenary 
power to regulate interstate commerce 
but the states have certain sovereign 
powers which the Federal government 
may not invade. These powers, accord- 
ing to Paul T. Truitt, of the Depart- 
ment of Commerce, and chairman of 
the Interdepartmental Committee of 
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WILL WAR RAZE THE STATE LINE TRADE BARRIERS? 


Interstate Trade Barriers, are most 
frequently used as vehicles by which 
trade barriers are set up. 

First is the power of taxation, which 
may be used to exclude out-of-state 
products in favor of home enterprise 
or to curb a competitive method of do- 
ing business or type of service, or be- 
cause “their multiplicity as encoun- 
tered in interstate commerce have a 
cumulative barrier effect.’’ Second is 
the police power providing for the pro- 
tection of public health, morals, and 
the public welfare, which includes the 
powers of inspection, quarantining, 
and embargo; and third is the pro- 
prietary interest of the state in its own 
natural resources, 

The Supreme Court has ruled that 
no state, being desirous of reserving 
its intrastate commerce for its own 
people, may use a blackjack on a new- 
comer. North Carolina imposed a $250 
privilege tax on outsiders who came in 
to do temporary retail business and the 
court threw it out. One would think 
that all other states would thereupon 
cease trying to tax newcomers for do- 
ing the same kind of business that resi- 
dents may legally do untaxed. But the 
other states may not know of the de- 
cision of the Supreme Court in the case 
of Best & Company v. A. J. Maxwell. 


H™ and there a state may know 
all about the decision and refuse 
to be bothered by it. A foreign retailer 


e 


could refuse to pay the tax, of course, 
and would unquestionably win the de- 
cision when the case finally reached the 
Supreme Court. In the meantime the 
litigant would have done no business, 
his capital would have been drained by 
progress through the courts, and he 
would be forced to admit that if he 
had been a less manly citizen and not 
battled for his rights in the sturdy 
fashion here suggested, he would have 
more money in the bank. No reader of 
the Pusiic UTILities ForTNIGHTLY 
would be so spineless, of course. But 
there are namby-pamby characters who 
would do just that. In writing a recent 
decision, Justice Frankfurter of the 
Supreme Court pointed out that while 
the court may frame high-minded rules 
to which the states should adhere, the 
court cannot make them obey. 

“The judicial process,” said he, 
“must from inherent limitations treat 
the subject by the hit-or-miss method 
of deciding single local controversies 
upon evidence and information limited 
by the narrow rules of litigation.” 

This may be too bad. One is im- 
pelled to remember that in the wicked 
days in which no one pitied the under- 
privileged, printed rules were hung up 
in most of the western honkeytonks. 
“Gentlemen” — meaning the under- 
privileged—‘must not throw bottles at 
the piano player.” No one would ques- 
tion that this was a good rule. How- 
ever, gentlemen did sometimes throw 


across state lines have interfered with war work... . The 


q “OCCASIONAL interferences with the movement of freight 


trade barriers will be in place after the war just as they have 
been for years past. They always will be in place. There ts 
no way of getting rid of them unless Congress will enact a 
law abolishing human nature.” 
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bottles at the piano player. Mr. Truitt’s 
observation that the cumulative effect 
of taxes is to cool off the prospective 
merchant should be emphasized. The 
Department of Commerce states that 
some ice cream companies delivering 
outside of the area in which their plants 
are located pay as many as ten delivery 
taxes to towns and cities located on one 
route. It may be assumed that presently 
such a 10-taxed company would real- 
ize that it was battling the inevitable 
and quit. 


HERE are other ways of blocking 

off businessmen who want to 
make a run into protected territory. 
Any home-loving city council can pass 
an ordinance in three readings that will 
become an ideal barrier to trade. Over 
in Illinois, for instance, a dairy was 
given a prize in a statewide competi- 
tion for neatness and cleanliness. That 
dairy could not sell its milk in the Chi- 
cago area. After some consideration 
Chicago had ruled that dairy out be- 
cause there was no partition in the 
white glazed tile milk house separating 
the vat in which the cans were washed 
from the tank in which the cans of milk 
were cooled. 

Public Roads Administrator 
Thomas H. MacDonald has been mak- 
ing a study of highway problems for 
twenty years. He has a long list of in- 
stances in which the road laws of one 
state differ from the road laws of a 
neighbor state and, therefore, the 
through passage of trucks is interfered 
with. There are differences of opinion 
as to the loads permissible on each tire 
and on each axle and’on the entire ve- 
hicle and on tire widths and body 
lengths and widths. It would be merely 
tiresome to recount them, but it must 
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be admitted that as long as road con. 
ditions and bridge strengths differ 
from state to state such differing regu. 
lations must be expected. Kentucky, 
for example, has many miles of lightly 
surfaced roads which are fully equal 
to the demands of the state traffic. But 
when trucks and trailers 45 feet long, 
carrying an axle load of 18,000 pounds | 
to each of ten or twelve axles, begin | 
to come in, the roads begin to break up. | 


Tiguan seis is merely being used as 
an instance, for many states have 
similar problems. William C. Crow, | 
chief of the transportation branch of | 
the Agricultural Marketing Adminis- } 
tration of the Department of Agricul- | 
ture, listed a few of the means used by 
the states to protect themselves. 
“In some parts truck movement 
from one area to another is interfered | 
with by the necessity of obtaining li- | 
cense tags or other permits in every 
state through which the truck operates. 
Sometimes it is necessary to write in 
advance and get a permit before a truck 
can cross a state line. Sometimes the | 
operator must proceed directly to a 
specified place and get a permit. The 
lack of uniformity in the regulations | 
makes it difficult for the trucker. 
Sometimes trucks hauling very large 
loads must detour a state because of its | 
low load limit, or, as an alternative, un- 
load half their cargo. Some states re- 
quire equipment that is illegal for the 
truck to carry in a neighbor state. It 
is almost a life-and-death matter for us 
to use our existing supplies of trucks 
and tires as efficiently as possible.” 
Restrictions on the movement of 
products by rail are not so numerous 
as the restrictions on trucks, but they 
exist for all that. Transportation Ad- 
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WILL WAR RAZE THE STATE LINE TRADE BARRIERS? 





Control of Traffic Entering State 


£6 = of the various states has set up one or many devices for 

the controlling of commerce and traffic entering the state, 

either through port of entry or taxation or prohibition. There are 

perhaps 3,000 laws governing such interstate traffic. That is guess- 

work, but guesswork by good authority. As a people we are com- 

mitted to the belief that anything can be cured by passing a law even 
if the law is at once forgotten.” 





ministrator Eastman called attention to 
the situation when he warned that as 
the transportation demand increases 
there is at least a possibility that pas- 
senger travel will be restricted and that 
only war freight may be moved. “War 
freight,” of course, covers a wide field. 
The meaning is that freight which may 
be postponed or refused will be post- 
poned or refused during the emer- 


gency. 


y" the railroads that have been do- 
ing an incredibly good job in mov- 
ing freight are bothered by trade bar- 
tiers that are even more formidable 
than the ports of entry at state lines are 
to the trucks. In one state it was neces- 
sary last year to run 4,100 extra trains 
—not cars but trains—because of laws 
limiting the number of cars that may 
be made up in a single train. There are 
union labor regulations, backed by law, 
which require a certain number of men 
to a train, regardless of the length of 
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the train or the need for so many men. 
Union truckmen enforce loading and 
unloading men on trucks bringing in 
produce to the markets. In one instance 
West coast orchardists refused to pay 
the ruinous hourly rates demanded by 
the local fruit pickers’ union and im- 
ported Mexican labor. When the ap- 
ples reached Chicago no one would han- 
dle them and they rotted. 

Trade barriers may be classified as 
of three sorts: 

The wholly desirable barrier which 
protects the property of a state—such 
as its roads—or the health of its peo- 
ple, 

The barrier which is nothing short 
of a racket and which bars out com- 
petition and assures the racketeers of 
easy money, 

The barrier which has grown up 
through ignorance and is permitted to 
exist through carelessness. 

There are many subdivisions of the 
barrier species, of course, but the three 
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cover the field. If the voters of the na- 
tion or the states or the cities really 
were to take an interest in what is go- 
ing on, the barriers would be smashed 
through or changed in no time at all. 
But the voters do not take an interest, 
and this is not an attempt to wash the 
hands of our political leaders by blam- 
ing the voter. In the New England 
town meetings the citizens had a chance 
to speak and to listen but as the political 
field widens the citizen dwindles. Pres- 
ently he is only listening to the outpour- 
ings from the throne. Under our na- 
tional system of government he can 
vote in one of two ways every second 
and fourth year and that is about all he 
can do about it. He is not informed on 
the trade barriers by either his Con- 
gressmen or his President. They are 
too far away from him. 


S OME device which at least remotely 
approached the New England town 
meeting is required before the voter 
can get in touch with the facts of a 
condition that not merely affects his 
daily pocket but is unquestionably in- 
terfering with the war effort in pro- 
portion as it slows up transportation. 
The plan which seems to offer some 
hope of ultimate advance has its foun- 
dations in the Council of State Gov- 
ernments. This organization came into 
being through a process of partheno- 
genesis, twenty-odd years ago, because 
it had become evident that the Federal 
government was increasingly encroach- 
ing on the independence of the states. 
Its operations have never attracted the 
attention of the public to the extent 
they deserve, for one reason and an- 
other, but they are of extreme and 
growing importance. 
The Governors’ Conference of 1938 


was the first body of nation-wide scope 
to give thoughtful consideration to in- 
terstate trade barriers. At the sugges. 
tion of the conference the Council of 
State Governments called a national 
meeting of representatives from all the 
states in 1939. The state officials then 
agreed not only to oppose legislation 


which would establish barriers, but to | 


do everything in their power to repeal 
existing laws of a discriminatory na- 
ture; Frank Bane is the present execu- 
tive director of the council. He said: 

“Perhaps no conference of state offi- 
cials has yielded results so generally 
beneficial.” 


i was the first application of the | 


town meeting principle to the prob- 
lem. Bane says the extension of trade 
barriers was practically stopped in its 
tracks and that progress has been made 
toward repealing laws that are already 
on the books. In the Northeast a con- 
structive plan has been developed by 
the states for the solution of interstate 
transportation difficulties. But it is one 


thing to prevent the passage of a new § 


act and quite another to repeal an act 
already in effect. 
E. L. Burtis, of Agriculture’s Bu- 


reau of Agricultural Economics, notes § 


that in one state an inspection fee is 
levied by the state against eggs shipped 
by the Army from another state to an 
Army camp located within the state. 
It is beside the point that the in- 
spection was never performed. An- 
other state has been holding up at the 
state line trucks destined for egg-dry- 
ing plants, and insisting that the eggs 
be candled. As there were no candling 
facilities provided at the state line the 
eggs were unloaded and left to rot by 
the roadside. These things, and innu- 
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WILL WAR RAZE THE STATE LINE TRADE BARRIERS? 


merable other similar things, were done 
under existing laws. Paul Truitt con- 
cedes that many of the more offensive 
laws have been repealed. However, he 
observes that : 

“The impulse to create additional 
trade barriers is at present quite alive.” 

Director Eastman of the ODT 
thinks that the state authorities are 
“showing a commendable disposition 
to respond to the war needs in every 
way within their power and not infre- 
quently they have a leeway which per- 
mits them to relax the restrictions un- 
der emergency conditions.” 

But they have not always been ac- 
tive in this: 

“There is an imposing body of evi- 
dence,” Mr. Eastman added, “that 
trucks engaged in handling not only 
commercial shipments but also ship- 
ments made under seal by the Army 
and Navy and of the most urgent char- 
acter, have been seriously obstructed 
in movements across state lines.” 

Therefore the town meeting plan 
was speeded up. 

A Federal-state conference on war 
restrictions was called to meet at 
Washington, the purpose of which, as 
pointed out by Wayne C. Taylor, Un- 
der Secretary of Commerce, who pre- 
sided over it, was to “give representa- 
tives of the Federal government an op- 
portunity to point out to the represent- 
atives of state governments the effect 


of restrictive trade barriers on the war 
effort.” 


. seems to me this was a kind of 
Mother-knows-best affair. The pro- 
gram as printed consisted entirely of 
addresses made by the Federal officials 
to the men from the states. “We be- 
lieve,” said Mr. Taylor, “that the states 
should be the ones to eliminate any 
hampering influence caused by state 
and local laws. The Federal govern- 
ment in time of war has great powers 
but it also has great respect for the nor- 
mal powers of the states.” 

But the states knew all these things. 
The evidence has been cited to that ef- 
fect. Frank Bane and others familiar 
with the situation believe that the states 
are, by and large, desirous of cleaning 
up a condition which definitely inter- 
feres with the free competition on 
which American business has been built 
up, makes it possible to stop trade 
movement across state lines, and offers 
a means by which local monopolists 
may fix any price for their eggs the 
traffic will bear. It is by no means cer- 
tain that the states are willing to co- 
Operate with the Federal government. 

To be more precise, the states seem 
willing to codperate but they are defi- 
nitely doubtful of the intentions of the 
men in Washington. These men may 
have no intention of breaking down 
state autonomy in favor of wide Fed- 


& 


so numerous as the restrictions on trucks, but they exist for 


q “RESTRICTIONS on the movement of products by rail are not 


all that. Transportation Administrator Eastman called at- 
tention to the situation when he warned that as the trans- 
portation demand increases there is at least a possibility that 
passenger travel will be restricted and that only war freight 
may be moved.” 
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eral control but some of them have 
talked that way. ODT Director East- 
man is accepted by the public as a lib- 
eral who has no screwball tendencies, 
but when he proposed to the Federal- 
state conference that a law be enacted 
by Congress giving the Federal gov- 
ernment power to do what it wished 
with these trade barriers during dura- 
tion the conference sat on its hands. 
Three bills have been introduced in 
Congress to the same general effect and 
it appears that the three died in their 
shells. The single way out of the trouble 
—for the duration only—is through 
the issuance of an executive order by 
the President. This will be done—it 
may already have been done—but if 
the states have their way about it, its 
life will be for duration only. 


HERE was an informal agreement 

at the Federal-state conference 
that the states would see what can be 
done about it. 

The conference was held in May. In 
order to find out what if anything the 
states have done or will do, Public 
Roads Commissioner MacDonald in- 


stituted an inquiry. It should be remem- 
bered that the governors of some of the 
states have full power to act in an 
emergency by setting aside laws, others 
have partial powers, and others have 
none. 

Of the 45 states which were able 
to respond to Mr. MacDonald’s inquiry, 
19 will retain the present limits on 
weight and length of trucks. Ten states 
and the District of Columbia have by 
statute or regulation established limits 
at least equal to the suggestion made by 
the Public Roads authorities, and 18 
will continue to enforce one or more 
of their present requirements. 

That isn’t unanimity by a jugful. 

The conclusion is that while the 
problem will be solved in the end it will 
not be solved by Federal fiat. Little by 
little the states will examine the trade 
barriers and modify them through the 
town-meeting process. The impedi- 
ments to the movement of war material 
will be lifted by executive order for 
duration. But the states propose to con- 
tinue to operate their own businesses. 
Which is perhaps quite as important as 
are the barriers. 





Fallacy of Centralization 


4 ‘W; must be united for freedom, but, so far as is possi- 

ble to do so, we should avoid extreme changes in 
regulation of industry and labor. Instead of executive proclama- 
tion, we should have Congress adopt legislation sufficiently 
restrictive to insure uninterrupted maximum production of all 
munitions and supplies which this country is qualified to pro- 
vide. At the same time, we should avoid such legislative con- 
trol as would remove from labor the right to organize, to vote, 
and to act collectively. 

“This course is preferable to centralization in the President 
of powers which correspond to totalitarian authority. The idea 
of representative government and consent of the governed 
should be kept a shining light in the midst of our gloom.” 

—WarREN R. AUSTIN, 
U.S. Senator from Vermont. 


SEPT. 24, 1942 424 





Wire and Wireless 
Communication 


Na move to tighten restrictions on the 
I use of critical materials by telephone 
companies throughout the country, the 
director general for operations of WPB 
on September 8th issued four orders 
bearing on the wire telephone communi- 
cation industry. The principal order in- 
volves a general revision of the original 
telephone limitation plan which was em- 
bodied in Conservation Order L-50. The 
second order, L-148, which is new, is in- 
tended to limit nonessential production 
of wire telephone and telegraph equip- 
ment. The two limitation orders are ac- 
companied by Preference Rating Order 
P-130, which constitutes a revision of 
a similar order that has been in effect for 
some time. The fourth order affecting 
the wire telephone communications in- 
dustry is Amendment No. 1 to Prefer- 
ence Rating Order P-129, as amended. 
This amendment merely removes oper- 
ators of wire telephone communications 
systems from the provisions of P-129 
and transfers them to the maintenance, 
repair, and other provisions of P-130. 
_ By the issuance of these orders with- 
in a week the communications branch 
of the War Production Board gives 
emphasis to the fact that it is con- 
tinually trying to keep abreast of the 
problem of providing for the telephone 
industry its proper share of critical ma- 
terial essential to the operation of the 
nation’s vast communications system. 

Order L-148 is the new order and its 
purpose is to limit the manufacture of 
new communications equipment. Under 
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the terms of L-148, which becomes ef- 
fective two weeks after issuance, such 
equipment may be neither manufactured, 
sold, nor may an order even be accepted 
therefor unless a rating of A-7 or higher 
is assigned to the material. The result 
is closer control of all material required 
for communications and a uniform sys- 
tem of rating imposed upon all operators 
for the acquisition of their material and 
supplies. It may be expected that this is 
a step in the direction of the type of con- 
trol already existent in the Dominion of 
Canada. It may be pointed out that our 
neighboring country to the north as- 
signs a serial number to every operator, 
virtually allocates quantities, and by a 
ledger system maintains current account 
of all material used both as to the indi- 
vidual operator and the industry as a 
whole. It also appears that there are 
other purposes to the order not solely re- 
lated to the domestic operation. 


PO paeg: Conservation Order L-50 
and Preference Rating Order P- 
130 are of more immediate interest to 
operators within the United States. A 
careful examination reveals considerable 
improvement over former orders ap- 
plicable to the telephone industry. Here- 
tofore operators have obtained material 
for maintenance, repair, and operating 
supplies on a rating of A-3 assigned by 
Preference Rating Order P-129. In ad- 
dition material for operating construc- 
tion was obtainable on a like rating as- 
signed by Order P-130. By amendment, 
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P-129 is no longer applicable to telephone 
communication and the rating thereby 
assigned is no longer available to the in- 
dustry. Hereafter Preference Rating 
Order P-130 assigns ratings not only for 
operating construction but also for main- 
tenance, repair, and operating supplies. 
In effect, the two orders are combined 
as they may apply to telephone com- 
munication and much belated recogni- 
tion is given to the importance of such 
service by the assignment of the top 
civilian rating of A-l-a. The intent of 
WPB to facilitate the acquisition of ma- 
terials to a greater extent than hereto- 
fore is readily apparent. This purpose 
being accomplished, it is not unexpected 
that there have been imposed stricter 
limits on the use of material acquired. 

General Conservation Order L-50 has 
been tightened up to quite a degree. It 
should be regarded as a ceiling on usage. 
While a casual reading of the order may 
not reveal fundamental changes, its pres- 
ent form and sequence should be care- 
fully noted. In the first place it places 
emphasis on conservation by all prac- 
tical methods and proceeds to point out 
that such conservation may be accom- 
plished by the type of equipment and 
facilities used, by the substitution of less 
scarce materials, and by the reuse of ex- 
isting equipment, thereby releasing 
manufacturing facilities. Thereupon it 
proceeds to limit all replacements to “the 
essential requirements of maintenance, 
repair, or the protection of existing serv- 
ice,” setting forth, nevertheless, certain 
exceptions necessitated by practical prob- 
lems of operation. 

From here the order follows the 
philosophy of making the most effective 
use possible of existing plant through the 
medium of party-line service and com- 
pulsory regrading “wherever current in- 
stallations of central office equipment 
and the requirements of the affected 
business subscribers will permit.” Res- 
ervations of facilities are required to be 
made in order that service may be pro- 
vided for persons of the type included in 
a new schedule A attached to the order, 
but it is so arranged that such facilities 
may be currently used under an agree- 
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ment with subscribers to relinquish them 
on demand. 


HE definition of “Exchange Line 

Plant” has been amended to ex. 
clude “poles, cross arms, insulators, and 
nonmetallic conduit.” Only after all the 
possibilities of acquiring additional fa- 
cilities by means of party-line service, 
regrading, etc., are exhausted can addi- 
tions be made to “Exchange Line Plant.” 9 
Such additions are nevertheless limited | 
to facilities for Schedule A users or pub- 
lic pay stations and minor extensions or 
rearrangements requiring limited quan- 
tities of critical material. To the clause 
permitting the use of 100 pounds of cop- 
per for such purpose there has been add- 
ed authority to use “50 pounds of steel 
line wire.” While such ratio may not be 
clearly understandable, the provision is 
recognized as a practical one. 

Where additions are permitted they 
are nevertheless limited by requirements 
laid down for engineering and planning. 
In no event shall provision be made for 
more than a 3-year growth when addi- 
tions are made to exchange line plant. 
Similar restrictions are placed on engi- 
neering and planning of toll plant with 
certain recognition given to possible ad- 
vances in the art. To this extent only is 
toll plant limited by the order. One of 
the reasons for the latitude granted to 
toll plant may be given as the complexity 
of a system of control. Another reason 
is apparent in the treatment of material 
for such plant to be acquired by rating, 
under Preference Rating Order P-130. 

Under the preceding Order L-50, the 
armed forces were exempted from the 
restrictions governing additions only. 
Blanket exemption is now afforded the 
armed forces under the terms of the 
order just issued. It is believed that 
closer control within the armed forces 
themselves is responsible for this change 
together with the well-founded opinion 
that the military should not be hampered 
in obtaining its requirements of com- 
munication facilities. 

It should be noted that by virtue of a 
new provision in the order an attempt 
has been made to do away with paper 
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work and red tape. Operators have 
oftentimes been confronted with certain 
jobs, the undertaking of which required 
both an appeal from the order and a pref- 
erence rating for material through an ap- 
plication on either Form PD-1A or PD- 
200. Confusion always resulted when 
one application was granted and the 
other denied. Frequently operators have 
appealed from L-50 but found them- 
selves unable to get material for the pur- 
pose set forth in the appeal. The reverse 
was even more incongruous—appeals 
were denied but a rating was given on 
material which was to be used for the 
purpose denied. Hereafter the granting 
of a rating made as the result of an ap- 
plication on either Form PD-1A or PD- 
200 will carry with it such relief as may 
be required from L-50. 

It is expected, however, that an addi- 
tional requirement in the way of in- 
formation to be furnished on such forms 
will be a statement as to whether or not 
the use of such material would be in vio- 
lation of L-50 and if so in what respect. 
Such a statement might thus be taken as 
an appeal without the formality of filing 
two separate pieces of paper. Up to the 
moment such instructions are not forth- 
coming but it is reasonable to expect that 
they may be issued in the near future. 


be new P-130 has been subjected 
to substantial streamlining. One of 
the most striking examples of this op- 
eration is found in the definition of op- 
erating construction. To quote from the 
order, operating construction means “the 
use of materials by an operator for such 
construction of exchange and toll plant 
(including such telegraph and _tele- 
typewriter service as may be conducted 
by an operator) as is permitted under the 
provisions of General Conservation 
Order L-50 as amended from time to 
time.” Dollar value limitations and tech- 
nical phraseology have been stricken 
from the definition and all operators 
who have reported material usage on 
forms PD-538 and PD-539 will recog- 
nize the desirability of the change. How- 
ever, it is not to be supposed that the rat- 
ing assigned may be applied to material. 
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In addition to the requirement that the 
usage be within the limitations of L-50, 
the rating assigned shall not be applied 
by an operator to obtain material for ex- 
change operating construction “where 
the cost of such material in any single 
case exceeds $2,500.” Furthermore, the 
rating shall not be applied to obtain PBX 
switchboards other than those required 
to serve Schedule A users or public pay 
station installations. Material for op- 
erating construction in the category of 
“toll, telegraph, and teletypewriter con- 
struction” is only obtainable on blanket 
rating up to $500 in any single case. 
Thus again the philosophy of the orders 
is made apparent. L-50 is the over-all 
ceiling but to the extent that lesser con- 
trol over toll is contained in the limita- 
tion order, to the same degree a reduced 
quantity of material is obtainable by 
blanket rating for the purpose of toll 
construction. 

It should be noted at this point that 
telegraph and teletypewriter services are 
included in the definition of operator but 
only when in connection with telephone 
communication. 


yr eerray has been given to the 
desirability of carrying on all de- 
fense projects without delay occasioned 
by lack of material for any integral part 
of the project. A new provision of the 
order assigns to communications material 
for highly rated projects a rating equiva- 
lent at least to the lowest rating carried 
by the project itself. By the new pro- 
cedure, numerous clearances are avoided 
and we may expect that many jobs will 
be expedited thereby. 

Priorities Regulation No. 13 permits 
certain sales from excess stocks or in- 
ventories provided that a proper rating 
is applied or extended to the seller. This 
privilege is afforded operators by the 
terms of P-130 upon the application of 
an A-1l-c or higher rating. Operators are 
thus given aid for the reduction of their 
stocks in order to meet inventory re- 
strictions which now become effective 
October 15, 1942. 

The further postponement of the 
date on which inventory restrictions 
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become effective indicates that WPB is 
fully aware of the problems confront- 
ing operators in respect to their supply 
stocks. There has existed a considerable 
unbalance in such stocks over the past 
few months and as a result many com- 
panies have found it almost impossible 
to meet the restrictions on inventory im- 
posed by the order. Moreover, operators 
in certain defense areas where plant and 
facilities have experienced great expan- 
sion have found 1940 to be an inadequate 
yardstick for their present requirements, 
yet in only one instance have the re- 
strictions on inventory or usage of mate- 
rial been modified. 

Operators “whose use of materials for 
the year 1942 does not exceed $10,000” 
are exempted from the restrictions on 
usage. This provision is both practical 
and helpful. It will be greeted with en- 
thusiasm by thousands of small opera- 
tors. If we may hazard a guess it is quite 
possible that after a review of question- 
naires due August 15th, the communica- 
tions branch may arrive at a more ade- 
quate and satisfactory formula for the 
control of inventory and usage than is 
now carried over from the previous 
orders. 

Heretofore orders have carried a 
form of endorsement required on all 
purchase orders in order to apply the 
preference rating to deliveries of mate- 
rial. While no such form appears in the 
new P-130, it is stated therein that the 
ratings assigned “shall be applied and 
extended in accordance with priorities 
regulations Numbers 1 and 3, as amend- 
ed from time to time.” It appears that 
all purchase orders should bear an en- 
dorsement substantially in the following 
form: 

Material for maintenance, repair, operat- 
ing supplies, or operating construction—rat- 
ing— pursuant to paragraph (b) (1) (—) 
under Preference Rating Order P-130 with 
the terms of which I am familiar. 


(Signature of Designated Official) 


Two blank spaces in the endorsement 
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should be noted, one for the rating itself, 
the other for the paragraph number un- 
der which the rating is assigned. 


We the salient features of the 
orders have been covered herein it 
is not expected that their entire applica- 
tion has been made clear. Interpreta- 
tions, official and otherwise, will neces- 
sarily follow and it is to be hoped that 
a new set of questions and answers will 
soon issue from WPB. It will be helpful 
if additional problems are dealt with 
therein but in the meantime a careful 
study of the orders themselves and re- 
view in the light of the necessity for 
conservation will add much to a clear 
understanding of both their purpose and | 
intent. 


x * k x 


WELVE engineers of the Rural Elec- 

trification Administration’s _ staff 
have volunteered to assist the Army 
Signal Corps in a special communications 
project of great magnitude, the Depart- 
ment of Agriculture announced on Sep- 
tember 6th. Members of the group will 
assemble at a point designated by the 
Signal Corps after appointments have 
been made final and oaths of office ad- 
ministered. In the meantime some of 
these engineers on duty at REA’s na- 
tional headquarters will remain in St. 
Louis, Missouri, while the others will 
conclude field duty at widely scattered 
locations and report to regional head- 
quarters for further instructions. Their 
service with the Signal Corps will be 
temporary ; the work must be completed 
at the earliest possible date because of 
severe weather conditions. 

The twelve men volunteered for serv- 
ice after the Signal Corps informed REA 
that it wished to avail itself of REA’s 
experience in constructing overhead 
lines in 46 states, Alaska, and the Virgin 
islands under widely varying conditions 
of climate and terrain. 

In construction of the Signal Corps 
line, the group will be guided by staking 
instructions and standard structure de- 
sign of the Signal Corps, modified to 
meet conditions in the field. 
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Financial News 


and 
Comment 


By OWEN ELY 


Reappratsing Holding Company 
Equities 


yon the past two years, with the 
rapid shrinkage in utility earnings 
due to ever-rising taxes, it has frequent- 
ly been necessary to reappraise down- 
ward the estimated liquidating values of 
holding company securities. High cap- 
ital leverage has worked a particular 
hardship on the securities of a system 
like Standard Gas & Electric—one of 
the first to announce a general program 
for disposing of its properties, but whose 
delay in effecting the program resulted in 
the disappearance of current equities 
for the preferred stocks, and deteriora- 
tion in the coverage against the deben- 
ture bonds. 

Other holding companies with bond 
issues, such as Columbia Gas, have also 
faced a sharp decline in the position of 
preferred stockholders, even though 
these issues in former years were con- 
sidered to be of investment caliber. 

A number of holding company pre- 
ferred stocks (for example, American 
Power & Light preferred, Electric 
Power & Light first preferred, etc.) now 
occupy an equity position so far as 
earnings are concerned, though the com- 
mon stocks may regain some of their 
old-time status in future years if the tax 
burden can be lightened. At present the 
common stocks must be considered more 
in the nature of warrants or options, rep- 
resenting claims on future earning 
power. 

In attempting to appraise the current 
liquidating value of holding company 
securities, it is necessary to consider the 
“marginal” issue—whether a bond, pre- 
ferred stock, or common stock—as essen- 
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tially in an equity position. Judging 
from present trends, the holders will 
eventually receive either a pro rata divi- 
sion of the operating company stocks 
held, or of the proceeds of sale, or will 
be given common stock in a simplified re- 
capitalization. 

In gauging the current liquidating 
value of such securities, it is necessary 
to allow for retirement of senior issues 
at par, and then to capitalize the remain- 
ing assets at a ratio based on current 
market comparisons. Where system sub- 
sidiaries differ considerably in quality, it 
is of course more accurate to apply vary- 
ing ratios to the earnings of different 
companies, but this requires long and de- 
tailed study—not always warranted 
when the yardstick is constantly chang- 
ing and tax complications often baffle the 
layman. 


aT company system with a 
large bonded debt and small cash 
resources is obviously at a great handi- 
cap so far as preferred or common stock- 
holders are concerned. Unless it is lucky 
enough to sell some of its properties to 
a municipality or local power authority, 
it may have to sacrifice some of its prop- 
erties at a very low valuation of the 
equity interest. Thus if it can only sell 
its properties at 6 or 8 times earnings 
and must redeem its bonds at 20 times 
earnings, this will obviously cut deeply 
into the equity for stockholders. But if 
it can sell to municipalities at 12-15 
times earnings (due to the elimination of 
taxes, which automatically swells earn- 
ings), this would naturally be a great 
boon to stockholders. (See the discus- 
sion on page 433 of the proposed sale of 
Staten Island Edison to New York city 
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at about 15 times earnings.) Despite 
prevailing sentiment in the industry 
against extending public ownership, the 
temptation may prove strong to sell to 
municipalities. 

Assuming that the average holding 
company could retire enough of its prop- 
erties in this manner to take care of its 
own outstanding debt, this would greatly 
simplify the problem of estimating the 
position of the junior securities. There 
are two ways of estimating market value 
—(1) to apply the average current price- 
earnings ratio of “sound” holding com- 
pany common stocks, on the assumption 
that the holding company will remain in 
existence; or (2) to apply the price- 
earnings ratios of representative operat- 
ing companies, on the theory that secu- 


rity holders will be given their pro rata 
share of subsidiaries’ stocks. 

We have as yet had too little experi- 
ence with the dissolution of holding 
companies to know exactly what will 
happen. Where the holding company has 
no geographical integration problem (as 
with Niagara Hudson) it is obvious that 
at least one holding company will re. 
main. Even where the system is so scat- 
tered as to require breaking up, several 
new holding companies may be set up to 
replace the top holding company—as is 
proposed for Associated Gas. In other 
cases (as will probably occur with Amer- 
ican Light & Traction), however, stock- 
holders may receive shares in the indi- 
vidual operating companies, in which 
case a somewhat higher price-earnings 
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Engineers Pub. Service ... 
Louis. G. & E. (Del.) A... 
Middle West Corp. ....... 
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North American Co. ...... * 
No. St. Power (Del.) A.. Nels 
United Gas Impr. ........ 40 
Federaliit-@ Trac. ...0s. . 


Averages 


Approx. 


Price- | 

1941  Est.’42 Earnings Ratios 
Yield Earn. Earn. 1941 1942 
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SEPT. 24, 1942 


430 





) rata 


‘peri- 
Iding 

will 
y has 
1 (as 
; that 
l re. 
scat- 
veral 
ip to 
as is 
ther 
mer- 
ock- 
indi- 
hich 
ings 


Ss 


FINANCIAL NEWS AND COMMENT 


vio can be applied to the consolidated 
em earnings. SEC sentiment, it is 
eed, somewhat favors doing away 
ih the holding company where pos- 


pe. 
In computing average price-earnings 
ios, 1941 earnings are now outmoded 
muse Of the drastic effects of the 
nding tax bill. It is difficult to esti- 
te 1942 earnings with any accuracy, 
yi the results shown in the accompany- 
y tables for operating company and 
hiding company common stocks must 
considered highly approximate, and 
bject to revision as further interim 
ures become available. 
following are the current market 
fardsticks” derived from the two 10- 
ick averages : 
Price-earnings 
Ratio 
Average 1941 1942 
Yield Earn. Est. Earn. 
Qperating companies 9.4% 7.7 11.3 
Holding companies 11.5 4.0 6.3 


It is interesting to note that the 11.5 
rice-earnings ratio for operating com- 
my stocks, based on 1942 earnings, is 
quivalent to a “capitalization rate” of 
out 8.7 per cent, and that this is prob- 
bly not far from the average prevailing 
nte for utility stocks during the whole 
etiod 1920-40 (as indicated by the re- 
arches of the Cowles Commission). In 
ther words, at their current price level, 
merating stocks seem to fully discount 
ie new taxes. 

Dr. Thorp, in his study on capitaliza- 
im of utility earnings summarized be- 
bw, arrives at a “normal” capitalization 
nte of 8.33, which is equivalent to a 
iice-earnings ratio of 12. 


¥ 


Dr. Thorp’s Views on Capitali- 
zation of Earnings 


que authorities question whether it is 
fair to apply current earnings in ap- 
jfaising common stocks, because current 
tnditions are abnormal due to excessive 
var-time taxation. Thus in the recent 
hited Light & Power dissolution hear- 
tgs before the SEC a strong plea was 
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put forward by company officials that 
prewar earnings should be used as a 
basis, rather than current earnings. This 
consideration had to do with the relative 
proportions of the assets which should 
be assigned to the preferred and common 
stock issues in the dissolution. 

Some interesting research work on 
this subject has also appeared in the re- 
spondents’ brief in the Virginia Public 
Service Case before the SEC (June 
28th). Here also the problem was to 
“value the most fluid part of the capital 
structure, the equity, and still further, to 
allocate between the two parts of the 
equity that relating to the preferred 
stocks and that relating to the common.” 
Dr. Thorp selected the period 1938-1941 
inclusive as “a period which conserva- 
tively indicates what one might expect 
to be the level of the capitalization rate 
on into the future.” 

He testified at some length as to his 
reasons for selecting 8.33 per cent as an 
appropriate capitalization rate at which 
(over the long term) the new Virginia 
common stock might reasonably be 
valued by investors. A considerable 
amount of data was charted for 29 pub- 
lic utility operating companies represent- 
ing about 40 per cent of the private util- 
ity industry. The capitalization rates 
(reverse of price-earnings ratios) for 
the 29 common stocks were “spotted” on 
a number of graphs, adjustments being 
made for the size of the companies and 
relation of electric revenues to total rev- 
enues. The chart on page 432, the 
final one in the series, summarizes the 
composite results obtained in these 
studies and shows clearly that capitali- 
zation rates are largely dependent on the 
percentage of gross income available to 
the common stock, the rate declining as 
the percentage increases. A somewhat 
similar conclusion was reached sometime 
ago in this department. (See “Yard- 
sticks for Utility Operating Company 
Stocks,” ForTNIGHTLY for December 4, 
1941, page 760.) 

This principle lends support to the 
campaign waged by the SEC for reduc- 
tion in funded debt ratios—for, accord- 
ing to comprehensive market testimony, 
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mpanies with the lowest debt ratios 
enerally enjoy the most favorable mar- 
iets for their common stocks. Thus 
ihile stockholders of “bad” companies 
pay be called on to sacrifice a portion of 
ie earning power through dividend re- 
trictions, etc., this may eventually prove 
ipful in improving the market status 
ithe stock. However, since this process 
{improvement may take years to ac- 
omplish, many stockholders may nat- 
wally favor the “bird in hand” rather 
an the traditional two or three in the 
lushes. 

Dr. Thorp’s study represents an in- 
resting contribution to the financial 
walysis of utilities. 


¥ 


liGuardia Wants to Buy Staten 
Island Edison 


Me LaGuardia has for some 
years cherished ambitions of es- 
wishing a local “yardstick” power 
ompany in New York city under mu- 
cipal control, presumably with the 
pes of demonstrating that Consoli- 
ted Edison’s rates are too high—de- 
gite the fact that Edison’s ratio of earn- 
ngs to book investment is well below 
te average ratio for the industry, and 
ss than what is usually considered a 
hir rate of return. (See also page 452.) 
A few years ago he was possibly 
iopeful of obtaining Federal funds for 
ie purchase or construction of such a 
iant. Now that Associated Gas & Elec- 
inc is planning to dispose of many of 
is properties, he is considering the pur- 
tase of Staten Island Edison from that 
ystem for an estimated $14-$16,000,000. 


N° price has yet been fixed for the 
property but the mayor pointed out 
hat it had a net book value (after de- 
ieciation) of $14,337,348, together with 
tick assets of about $2,600,000, or a 
‘tal of $16,900,000. If, said the mayor, 
‘we assume a debt service in the first 
jar of $1,045,000 (on the maximum 
ince of $16,500,000) and a payment in 


lieu of taxes of $457,000, there would 
still be a substantia] margin available for 
replacement or expansion of the prop- 
erty.” The mayor proposes to finance 
the purchase by the sale of 30-year serial 
3 per cent notes, and the figure of $1,- 
045,000 apparently represents 3 per cent 
interest plus a serial maturity of 3.3 per 
cent. 

In 1940 the company earned about 
$1,082,000 before interest, and in 1941 
$1,254,370, but these earnings were aid- 
ed by small Federal taxes—$291,000 in 
1940 and only about $3,000 in 1941. The 
large tax savings in 1941 were probably 
due to retirement of the refunding 4s 
(due 1938) in 1940, 

The mayor mentions that the pro- 
posed local law “requires the rates to be 
reasonable and sufficient” to provide a 
sum in lieu of taxes amounting to 12 
per cent of revenues, which is “equiva- 
lent to the taxes actually paid to the city 
by this company in recent years.” This 
sum in 1940 would have amounted to 
about $446,000, as compared with total 
taxes (local plus Federal) of over 
$900,000. 

Thus in setting up his “yardstick” 
(presumably to apply in future against 
Consolidated Edison), the mayor would 
cut the company’s tax bill prac- 
tically in half. Moreover, this estimate 
makes no allowance for the big increase 
in Federal tax rates in the years 1941-42, 
which would make his tax cut still larger. 
In reference to the 12 per cent figure, he 
is quoted as stating, “the accounting 
practices of such an operation are care- 
fully prescribed by the public service 
commission.” 

It is, of course, possible that the mayor 
has overlooked the matter of Federal 
taxes, or considers the savings as a legit- 
imate advantage of municipal opera- 
tion, but such statistical methods seem 
typical of those employed in the past by 
TVA and other public ownership advo- 
cates in assembling statistical data to 
support “yardstick” rates. While usual- 
ly heavily suspicious or critical of cor- 
poration statistics and finance, they sel- 
dom see the ‘“‘beam in their own eye.” 
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INTERIM a REPORTS 


12-month Period 3-month period 
Electric and Gas Companies Periods Last Prev. Iner. Last Prev, 
American Gas & Elec. Consol. ....... July a 92 os ap 
Amer. Power & Lt. (pfd.) Consol. ... June 3.96 6.26 $.49 $1.21 
Parent Co. June 2.98 4.72 43 1.23 
American Water Works Consol. ..... June 70 1.09 Bs 55 
Parent Co. June 30 42 ‘i ret 
Boston Edison June 3.76 (a) 3.00 82(a) .85 
Cities Service P. & L. (pfd.) Consol. Mar.(b) 4.40 5.76 3 ae 
Parent Co. Dec. 16.56 27.70 
Commonwealth Edison Consol. ....... a 156 | 28 
Com. & Southern (pfd.) Consol. ..... June : 
Consolidated Edison, N. Y. Consol. ... June 
Parent Co. June 
Cons. Gas of Baltimore Consol. ...... June 
Detroit. Edison Consol. :6.0.<.¢0:500¢6000 July 
Elec. Bond & Share (pfd.) Parent Co. June 
Elec. Power & Lt. (Ist pfd.) Consol. June 
Parent Co. June 
Engineers Public Service Consol. ..... July 
Parent Co. June 
Federal Light & Traction Consol. ... Mar. 
Indianapolis P. & L. Consol. ......... June 
Long Island Lighting (pfd.) Consol. June 
Parent Co. June ; 
Middle West Corp. Consol. .......... June(c) .38 
q Parent Co. June(c) .20 
National Power & Light Consol. .... May 68 
Parent Co. May “ah 
Niagara Hudson Power Co. Consol. .. June 48 
North American Co. Consol. ......... June 1.68 
Parent Co. June 1.55 
Nor. States Pwr. (Del.) Consol. (Cl. A) Mar. 


te INT EOIN 
BAL LSSRS 


WANN dOinin 
BYSaB 


3.25 tak 4 
OPARDOOED, 55 osc ca esis cucionaa ses June 03(c) .02(c) 
2.08 D15 


Pacific Gas & Electric Consol. ........ 2.45 
Public Service of Ind. ............... : 1.94 2 
Public Serv. Corp. of N. J. Consol. .. ; 2.38  D53 
Southern California Edison t 2.30 D12 
Stand. Gas & Elec. (pr. pfd.) Consol. : * f D2 
Parent Co. ; A : 14 
United Gas Improvement Consol. ..... : : D35 
Parent Co. : ; D37 
United Lt. & Power (pfd.) Consol. .. ; : b D21 
Parent Co. 2 : 4 Dé61 
Gas Companies 


American Lt. & Traction Consol. .... : : D3 a se 
Brooklyn Union Gas : , D18 ah ae 
Columbia Gas & Elec. (1st pfd.) Consol. A P D46 Sf: 5267 
El Paso Natural Gas Consol. ......... E D2 a ees “ 
Lone start Gas Consol, 3 soo 666cissces D16 94(c) .97(c) D3 
Northern Natural Gas Consol. .. : D10 vie es Ss 
Oklahoma Natural Gas ae 9 as 
Pacific er CONIDE. 6 cicistew esmceue D3 wi 
Peoples Gas Light & Coke Consol. ... 40 1.78 
Southern Natural Gas Consol. ........ J D10 ae 
United Gas Corp. (1st pfd.) Consol. 52 3.53 
Parent Co. June 66 321i 
Telephone and Telegraph Companies 
American Tel. & Tel. Consol. ......... May 10.41(d) D7 
Parent Co. June 9.74(d) D6 
General Telephone Consol. ........... June 2.42 D20 
Western Union Tel. June 7.30 38 
8 
48 


SaSset 


S78 tent IY Cod Cad G49 bt Cod 
00. 
OH 


—_ 


WA MBS= omnms 


SS RRESLHAN! 


— 


Systems outside United States 
Amer. & For. Pwr. (1st pfd.) Consol. Mar. 6.76 
Parent Co. Mar. 4.67 


SR SPR 


D—Deficit or decrease. hs’ 
(a) Before Federal taxes, “‘no estimate” of which is available for 1942. (b) Three months (twelve montis 
statement not issued). (c) Six months. (d) Baged on 1941 tax rates. 
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U What Others Think 


Corporate Taxes, United States 
versus Great Britain 


i Be basic difference between cor- 
poration taxes in England and in 
the United States is that in the former 
country, the normal tax is integrated with 
the individual personal taxes of the 
various security holders, while in this 
country the corporation tax is an inde- 
pendent excise tax having no connection 
with personal income taxes. 

In both countries, the excess profits 
tax is purely an excise tax, determined 
before normal taxes, but the bases of 
calculation are quite different. In Eng- 
land the excess profits tax is applied on 
the increase in total net earnings (before 
interest charges) over and above 100 per 
cent of the earnings in either of the single 
years 1935 or 1936, or the average earn- 
ings of either 1935 and 1937 or 1936 and 
1937, whichever is more favorable to the 
corporation. 

The rate is 100 per cent, with a 20 per 
cent post-war refund. In the United 
States the excess profits tax applies to 
any increase in net income (i.e., after in- 
terest charges, etc.) over and above 95 
per cent of the average net income for the 
4-year period 1936-1939. There is also an 
optional method in the United States, 
which under the House committee’s 
latest proposal defines excess profits as 
those profits exceeding 8 per cent on the 
first $5,000,000 of capital, 7 per cent on 
the next $5,000,000, 6 per cent on the 
next $190,000,000, and 5 per cent on all 
capital over $200,000,000. In either case 
the proposed rate is 90 per cent. 

While the alternative invested capital 
basis is not available in England, provi- 
sion is made for a fair return upon any 
capital additions subsequent to the base 
period. Moreover, British corporations 
are allowed to average their earnings for 
the entire war and post-war period, so 
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that excess profits taxes are calculated 
only on the average annual earnings over 
and above the normal prewar rate. Ob- 
viously the various options provided in 
England, together with the post-war re- 
fund, result in a much less onerous ex- 
cess profits tax than in this country. An- 
other negative factor is the anomalous 
95 per cent normal tax base which means 
that in order to have an actual normal in- 
come of 100 per cent, it is necessary to 
earn 145 per cent! It might be said that 
this provision is somewhat analogous to 
the 5 per cent defense contribution in 
Great Britain, but the effect of the latter 
is in reality far less severe, particularly as 
the entire amount is deductible from any 
excess profits levy. Finally, in the United 
States, there are the declared value and 
capital stock taxes, neither of which ex- 
ists in England. 

The normal tax in England is 50 per- 
cent, which rate applies to the normal 
earnings base before interest as calcu- 
lated above. However, when interest and 
dividends are paid, the corporation with- 
holds a like 50 per cent of all such pay- 
ments, and receives a corresponding 
credit on its own normal tax. Thus if 
100 per cent of earnings are disbursed, 
the net effect is a zero normal corporate 
tax. 

If 90 per cent of earnings are dis- 
bursed, the corporation pays 50 per cent 
on the 10 per cent undistributed amount. 
Stockholders and bondholders report the 
full interest or dividend rate in their per- 
sonal returns but deduct the full 50 per 
cent withheld as a credit against their 
net tax liability. In the United States the 
proposed House committee rate is 45 per 
cent on net income after interest and ex- 
cess profits tax, with no credits for 
dividends paid. 
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In conclusion, it is to be noted that the 
British form of taxation spreads the load 
equally on all forms of security holders, 
whereas the American practice leverages 
the entire corporate burden onto the com- 
mon shareholder. In England, therefore, 
the earnings and values of equity securi- 
ties have been well maintained, whereas 
in this country equity securities have be- 
come a drug on the market. Finally, it is 
further to be noted that in England the 
intent appears to be toward avoidance of 
duplicate taxes; in the United States 
taxes are pyramided on taxes, first on 
earnings of the corporation itself, second- 
ly on any balance distributed; to the 
shareholders. 

The effect of the differences in these 


two methods, upon the corporation itself, 
as well as upon its various classes of 
security holders, is shown in the ac. 
companying illustration. 

While total taxes are not greatly dif- 
ferentin the two cases, it will be clearly 
seen that the British procedure enables 
the corporation to operate on a much 
sounder financial basis, with ample cov- 
erage for both senior and junior securi- 
ties. In the United States, by contrast, 
earnings protection on the preferred is 
greatly reduced and the balance for the 
common is so marginal as to make im- 
possible the raising of vitally needed 
funds for war construction either out of 
surplus or through sale of additional 
equity capital in the open market. 
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COMPARATIVE CORPORATE TAXES— 
UNITED STATES v. GREAT BRITAIN 


Assume the following conditions: 


Corporation A with capital structure consisting of: 
$6,000,000—5 % bonds 
3,000,000—7% preferred ($100 par) 
3,000,900—common ($100 par) 
Whose net income (before interest and taxes) has been as follows: 


1935—$1,000,000 
1936— Boye 


00,000 
500,000 
800,000 


1940— 1,200,000 
1941— 2,000,000 


Calculate taxes in United States and Britain for 1941. 


U. S. (House committee proposals 1942) 


Excess profits base 95% of average 1936-39 
“5 after interest 


500,000 
800,000 


$3,200,000 


Average .... 800,000 
Interest .... 300,000 


$ 500,000 
95% 475,000* 
1941 net after interest 
Excess profits b 
Taxable difference 


Excess profits tax—90% 
Normal income 
SEPT. 24, 1942 


Great Britain (latest rates) 


Excess profits base 100% of either 1935 or 
1936, or average of 1935-37, or 1936-37. Net 
income before interest and taxes. 


$1,200,000 
1,200,000 
$2,000,000 
1,200,000 


Taxable difference 

Excess profits tax—1l00% 
Refundable after war—20% 
Excess profits tax net 


Normal income 
Normal tax 50% 
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Normal tax—45% Balance available for interest 600,000 
Total tax Interest $300,000 less 50% credit 150,000 
Balance available for div. ........ 383 ——. 
Preferred div. requirements Balance available for div. ......... $450,000 
Balance for common 173,000 Preferred div. $210,000 less 

Dividends 5% 50% credit 


To surplus Balance for common $345,000 
Div.—10% less 50% credit 


*Base calculated on invested capital would be 
$470,000. 
#No consideration given to $10,000 exemption. To surplus 


@ 


Status of Interest and Dividends in Hands of Recipients, Assuming United States Holders to Be 
in 20 Per Cent Individual Income Tax Bracket, English Holders in 
50 Per Cent Bracket 


United States Great Britain 
Bond interest paid 
Tax at 20% 
Net to bondholders 


Preferred dividends 
Tax at 20% 
Net to pfd. stockholders 


Common dividends paids 
Tax at 20% 
Net to cm. stockholders 


Net income of recipients Net income of recipients 


Surplus to common Surplus to common 


Total direct and indirect net gain of Total direct and indirect net gain of 
security holders security holders 


Total taxes paid by recipients Plus post-war credit 
Total taxes paid: ; j 
Excess profits tax Ultimate gain 
Normal corporation tax Toiak teen gale: 


Tax to recipients Excess profits tax (net) 
Total Tax withheld on account of bond 
interest 
preferred dividend 
common dividend 
Tax paid directly by corporation 
on $390,000 of undistributed 


Interest and Preferred Dividend Coverage and Earnings 
Per Share on Common 


Interest coverage on bonds: Interest coverage on bonds 

Before taxes “ Times preferred div. earned 

After taxes ; Earned per common share 
Times preferred div. earned ; Earned per common share including 
Earned per common share : post-war refund 


(2) Tax free up to 50%. 
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Bankers’ 


HE American Bankers Association, 
which will be prevented by war-time 
transportation difficulties from holding 
its annual convention in Detroit, Sep- 
tember 27th to 30th, released on August 
31st summaries of speeches and commit- 
tee reports that would have been made 
at the annual meeting. The association 
has styled its releases “convention in 
print,” in that publication was to be made 
in its official magazine, Banking. Under 
the association’s constitution, all officers 
will be held over for another year. 
President Roosevelt, in a congratula- 
tory letter to the association, sent to 
Henry W. Koeneke, president of the 
ABA, praised the bankers for their work 
in promoting sales of war savings bonds, 
and for aiding also in the fight on in- 
flation by restricting consumer credit and 
by combating unnecessary expenditures 
of all kinds. He also congratulated the 
bankers on their decision to abandon 
their annual convention. 
The President wrote: 

No one knows better than American bank- 
ers that we have only just begun to fight. 
American fighting forces are moving into 
battle on lines that encircle the globe. If we 
on the home front are to be worthy of them, 
‘we must carry on the battle of production, 
wage war on inflation, combat complacency 
and fear with the same spirit of courage and 
sacrifice with which they meet the enemy on 
land and sea and in the air. 

We like they can have no other thought 
than to win the war. All considerations of 
private interest or personal comfort must 
give way to a single-minded devotion to that 
aim. As community leaders, bankers have a 
unique opportunity to promote that unity 
and teamwork which is so necessary to suc- 
cess. Involved in this conflict are values too 
precious to be expressed in economic or fi- 
nancial terms. They include all those in- 
tangibles which make the name America a 
synonym for freedom throughout the world. 
Faith in freedom, in the honor and integ- 
rity of the common man, is what sustains us 
as a nation. United in this faith we are in- 
vincible. 


ECRETARY of the Treasury Henry 
Morgenthau, Jr., who was a speaker 

at the convention held last year in Chi- 
cago, and who was scheduled to speak 


“Magazine” Convention 


at Detroit this year, in an article pre. 
pared for the September issue of Bank. 
ing, “liscussed the problems confronted 
by the Treasury in borrowing $50,000, 
000,000 “one way or another” by the end 
of the present fiscal year, “even if Con- 
gress enacts a tax bill to yield $8,700, 
000,000 of additional revenue, as we at 
the Treasury have urged.” More than 
one-half of the national income this year, 
he estimated, must be used solely for 
war purposes. He continued: 


I can offer what I may call broad hints, 
based upon the principles which we have so 
far followed in our war-time financing and 
upon the dimensions of the task in which we 
are now engaged. 

You may take it for granted that we shall 
continue to seek funds both from current and 
accumulated savings. In the field of taxes, 
we shall follow the enactment of a new reve- 
nue bill with renewed efforts to make the 
collection of taxes more effective. To this 
end we must intensify the sale of tax antici- 
pation notes, which afford millions of tax- 
payers the easiest possible method of saving 
in advance for the taxes that will be due 
next spring. In borrowing from the people 
directly, we intend to make every effort to 
reach and surpass our announced goal of 

12,000,000,000 from the sale of war savings 
—_ in the fiscal year that ends June 3, 


Even if the war savings bond sales realize 


all my expectations, we shall have to borrow | 


increasingly and in utterly unprecedented 
amounts from other sources. The members 
of the American Bankers Association are 
acutely aware of the hazards we run if we 
rely more than is necessary on the sale of 
ae decry securities to commercial banks, 

ut I often think that the distinction between 
sales of government securities to commercial 
banks and sales to others is overemphasized. 
I think it worth remembering that sales of 
government securities to commercial banks 
do not add to the total spending of the econo- 
my if they are offset by decreases in the 
loans or other investments in banks, or if 
they are offset by the accumulation of bal- 
ances in the banks which are genuine savings 
of depositors. 

Inflation cannot be curbed by the passage 
of a courageous tax bill or 4 successful 
borrowing of vast sums from current sav- 
ings, or by a combination of bold and intelli- 
gent taxing and borrowing. We undoubted- 
ly shall find it necessary to adopt more dras- 
tic control of consumer spending, in one om 
or another, than anything yet applied. I 
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should not like to predict at this stage, for 
prediction is more than dangerous, but I do 
want you to be prepared for new controls and 
new sacrifices as the war moves into a new 
and more intense phase. 


Ms Koeneke, president of the asso- 
ciation, who is president of the 
Security Bank of Ponca City, Oklahoma, 
in his annual report stressed the long 
list of war-time activities performed by 
the nation’s banks, such as aiding the 
government in freezing funds of enemy 
aliens, promotion of lending to war in- 
dustries, financing of war housing, han- 
dling of payrolls of war production 
plants, aiding in the control of consumer 
credit, the sale of war savings bonds, 
and continued purchases of government 
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securities for their own account. Mr. 
Koeneke said that the executive council, 
governing body of the association, will 
meet in New York September 28th and 
29th to consider the business of the as- 
sociation and give direction to its policies. 

W. Randolph Burgess, chairman of 
the association’s economic policy com- 
mission, who is vice chairman of the Na- 
tional City Bank of New York, in dis- 
cussing the effects of the war on bank- 
ing, wrote that the nation’s banks will 
need about $8,000,000,000 more in ex- 
cess reserves if the present level of about 
$2,000,000,000 in excess reserves is to 
be maintained. Part of this, he said, will 
have to come through reductions in re- 
serve requirements and through Federal 
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Reserve open market purchases of gov- 
ernment securities. 

Commenting on the steady shrinkage 
in the ratio of banking capital funds to 
deposits, Mr. Burgess suggests that 
banks husband their capital by conserva- 
tive dividend policies, with great care ex- 
ercised so that earnings may be adequate 
to provide a steady increase in capital 
funds and reserves. He reminds, how- 
ever, that the banks are not wholly mas- 
ters of their earnings, but “are between 


the upper millstone of low money rates 
and the nether millstone of high taxes,” 

Marcus Nadler, professor of finance 
of New York University, who has spoken 
at ABA conventions in recent years, 
wrott®, in connection with a suggested 
war-time investment policy of banks, that 
the ordinary banking principles of safety, 
liquidity to meet possible withdrawals 
of deposits, and maintenance of satis- 
factory earnings, must be observed in 
war time. 





Good Music for 


VER since the well-remembered and 
beloved Cities Service series set the 
pace for popular classical concerts over 
the national radio networks, utility or- 
ganizations seem to have leaned toward 
good music as distinguished from the 
jazz and jive variety in their sponsored 
radio presentations. The “Telephone 
Hour,” sponsored by the Bell system, is 
definitely in this category. 

There is, or should be, logic to the pro- 
gram selection of our radio sponsorship ; 
and it is apparent that in their leaning 
toward serious music the utility organi- 
zations feel that their customers embrace 
the more sensible and responsible, not 
to mention appreciative, members of the 
community. In other words, the soft 
drink manufacturer, sponsoring a pro- 
duction which is largely consumed at 
sports events, has a purpose in going in 
for broadcasts of baseball games, prize 
fights, etc. Manufacturers of shaving 
equipment and haberdashery have a sim- 
ilar thought in mind. 

By the same token, utility organiza- 
tions feel that they contact the home 
owners and home operators of a com- 
munity—those who pay the bills and 
bear the larger share of responsibility 
for keeping the American way of life 
going along. The taste of such a group, 
by and large, does not run toward the 
trivial and inconsequential, even in the 
field of entertainment. 

Additional evidence of this can be 
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Utility Programs 


found in a recent article in Broadcasting, 
written by Robert Oddie, a radio time- 
buyer for a San Francisco agency which 
recently placed the “Evening Concert” 
on the nightly program of KYA. This 
2-hour program is sponsored by Pacific 
Gas and Electric Company of San Fran- 
cisco, one of. the West’s largest public 
utility companies. It has just celebrated 
its second anniversary on the air. 


R. Oddie stated in his article in 
Broadcasting magazine: 


The growth in public acceptance of this 
rather serious program has been rapid. In 
October, 1939, when the program went on 
the air for the first time, the Pacific Gas and 
Electric had 5,000 printed programs pre- 
pared. It was announced on the air that they 
could be obtained free of charge by listeners 
who called at any of the PG&E offices in the 
San Francisco bay area. The response was 
so gratifying that more were printed the 
next month—and so, by the end of the sec- 
ond year of broadcasting the monthly print 
order has steadily grown to 16,000 copies a 
month—and is still continuing to increase. 

The programs are printed in an 8-page 
4-x-93-inch pamphlet and the four or five 
principal selections to be played each night 
are listed, together with the name of the 
composer, the orchestra or artist, and the 
conductor. 

The policy of the sponsor and the agency, 
McCann-Erickson, has been consistently to 
feature the best recordings and transcrip- 
tions that can be obtained, and to give the 
radio audience two hours of the world’s fin- 
est orchestral, instrumental, vocal, and 
choral music every night in the year. 

Without adhering to any rigid formula, an 
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attempt is made to include a symphony, a 
vocal or instrumental recital, an overture, a 
tone poem, and several lighter orchestral 
works on every program. 

Several shorter selections are generally in- 
cluded to fill out the 2-hour period. When- 
ever possible the program is tied in with the 
local musical performances and other civic 
celebrations. During the recent San Fran- 
cisco opera season, selections from each 
opera were featured on the night it was pre- 
sented at the civic opera house. When the 
San Francisco symphony orchestra, under 
the direction of Pierre Monteaux opens its 
winter season in December, its major selec- 
tions will be presented on the “Evening Con- 
cert” whenever possible. 

The “Evening Concert” has presented 
nearly 5,000 selections taken from the re- 
corded libraries of the world’s finest music. 
The average symphony orchestra cannot 
hope to offer more than a hundred selections 
in a full season. 


It is interesting to note that the re- 
quests received in 1941 from this pro- 
gram reflect a considerably higher level 
of musical taste than those received dur- 
ing the earlier years of the program. A 
recent survey of record-buying habits 
in San Francisco indicates that local mu- 
sical taste is on the upgrade—and doubt- 
less Pacific Gas and Electric Company 
can take a good share of the credit. Last 
year, Californians were not only the 
greatest per capita buyers of records, but 
came close to New Yorkers in the dollar 
volume of purchases. 

The success of this program policy 
is really remarkable when it is com- 


pared with nightly competition of San 
Francisco’s four network and seven in- 
dependent area stations. Mr. Oddie ex- 
plains this situation in the following 
manner: 

One reason for the consistent popularity 
of the concert is that commercials are kept 
to a minimum, with only three 45-second 
commercial announcements during each 2- 
hour period. Coupled with this is the fact 
that in a nation-wide contest among public 
utility companies using radio, the Pacific 
Gas and Electric Company carried away 
first prize in the radio division of the Public 
Utilities Advertising Association. 


OAR the judges in awarding the blue 
ribbon for the commercial copy on 
this program: 

From all evidence, they chose a method 
and a program and then bent every effort to- 
ward unifying the idea and they seem to 
have succeeded. The regular program that 
the Pacific Gas and Electric Company has 
built up for those listeners who prefer and 
who are being educated to prefer the more 
permanent artistic qualities, is a credit to 
the company. 

Although institutional copy for their 
electric and gas utilities is used by Pa- 
cific Gas and Electric on commercials to 
a large extent, the sponsor frequently 
uses its time to call attention to some of 
its merchandising products—bulbs, 
lamps, heaters, etc. The utility has found 
its radio program successful, both in the 
promotion of good will, its chief aim, 
and in direct sales. 





Labor-management an Old Story 
To the B&O 


LTHOUGH “many industrialists raised 
their eyebrows and murmured, 
‘This is going too far,’”” Donald M. Nel- 
son’s plan for labor-management produc- 
tion committees in war plants, suggested 
last March, is an old story to the Balti- 
more & Ohio Railroad Company. 
The history of how a Baltimore firm 
became a pioneer in developing a suc- 
cessful “give and take” codperative sys- 
tem between employers and employees 
is told by Philip M. Wagner, editor of 
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The (Baltimore) Evening Sun, in the 
August 22nd issue of The Saturday Eve- 
ning Post. 

“To tell the story right, it is necessary 
to go back to the years following the first 
World War,” writes Mr. Wagner. “The 
railroads were taken over by the govern- 
ment. And when they were returned to 
private ownership, there followed a time 
of very painful readjustment. The atti- 
tude of the union men, from the big shots 
down to the shop committeemen, was a 
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chip-on-the-shoulder thing. So was that 
of the management.” 

Mr. Wagner tells how “a tall, raw- 
boned mechanical engineer named Otto 
S. Beyer” stepped into the picture with 
an idea. He continued : 


Beyer’s notion was simply that some kind 
of simple flexible mechanism for an ex- 
change of views between the management 
— the unions might turn out to be valu- 

e . 
In the first disillusioned years after World 
War I, Beyer sought out leaders of the rail- 
way shop unions and put this point of view 
to them. They were interested but skeptical. 
... Try as they would, they could not con- 
jure up the vision of a benignly codperative 
railroad management. 

The strike (railroad shopmen’s strike of 
1922) came and with it all the economic loss 
and lacerated emotions that always accom- 
pany such calamities. But for Beyer it 
served only as a clincher for his argument. 
. .. He found his labor men ready to give 
the notion a trial, ifi—and it was a big “if” 
—a railroad management was ready to come 
halfway. 

He took his idea to the late Daniel Wil- 
lard, president of the B&O road. Daniel 
Willard ... had begun his railway career at 
the bottom and had never forgotten what it 
was like down there. ... Beyer was told to 
go ahead. 

At that time one of the most troublesome 
spots on the B&O system was the Glenwood 
backshop (east of Pittsburgh).... This was 
the spot they picked out for Beyer. Regular 


times for codperative meetings were estab. 
lished. The bosses were there, and the men 
sent representatives of their own choosing, 
... These men presented at each meeting a 
list of suggestions from the rank and file, 
———- for the improvement of working 
conditions . . . for doing a job better or 
quicker, 

Grievances and other matters of contro- 
versy were ruled out. These were left to 
the conventional union-management machin. 
ery. The suggestions were gone over one by 
one.... From the first meeting until the pres- 
ent, a period covering two decades, no sug- 
gestion ever made at a codperative meeting 
has been allowed to die a natural death, 
Every one is either accepted or rejected, and, 
if rejected, the men know why. 

The success of the plan was so far beyond 
anyone’s expectations that the wisdom of ex- 
tending it further, to cover the whole system, 
wasn’t even questioned. 

In February, 1924, a joint agreement was 
signed by the company and the president of 
the B&O Federation, No. 30, putting the 
plan into effect in every one of the system’s 
= shops, bringing 15,000 workmen into the 
plan. 

Without exception, every single B&O shop 
has made a success of this plan. 

After watching the scheme work for sev- 
eral years, Sir Henry Thornton, of the vast 
Canadian National Railroad system, decided 
to give it a try ... and it has succeeded in 
bringing about a state of affairs very much 
like that prevailing on the mother railroad. 

In the last few months .. . literally hun- 
dreds of companies have implemented simi- 
lar plans. 





Integration Studies Prompted 
By War Needs 


pee peak demand for power in the 
nation’s history, coinciding with the 
decline by official decree of the most ef- 
fective device for marshaling region- 
al power under centralized control—the 
holding company—has utility organiza- 
tions and utility executives thinking of 
new ways to integrate capacity. 

One of the most recent suggestions 
contemplates a voluntary procedure for 
companies in conforming to require- 
ments of WPB order L-94, to make 
available the maximum power that may 
be needed. This is the idea of Henry B. 
Sargent, vice president of the Mississippi 
Power & Light Company. 
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Another plan providing for intercon- 
nection of the country’s industrial and 
municipal plants sponsored by Ebasco 
Services, Inc., service organization for 
the Electric Bond and Share system, is 
attaining wide interest, and will be re- 
ferred to later. 

“It cannot be denied that a very im- 
portant part of such interconnections has 
come about as a result of common own- 
ership, especially through holding com- 
panies,” Mr. Sargent points out, in ex- 
plaining his particular plan. He pays 
full tribute to the operating companies in 
having, meanwhile, developed the facil- 
ities that are found today m all parts of 
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“HE WANTS LAST MONTH’S LIGHT BILL INCREASED BECAUSE HE TOLD HIS 
WIFE HE STAYED HOME EVERY NIGHT READING WHILE SHE WAS AWAY” 


the country, available for the present 
emergency demand, including the con- 
struction and operation of interconnec- 
tions. 

“How well the twin jobs of meeting 
growing markets and of facilities have 
been done is shown by the fact that, in 
spite of the unusual and extremely large 
loads placed on utility systems by the 
war, the industry has so far carried all 
war loads and, with few temporary ex- 
ceptions, all civilian loads also,’ Mr. 
Sargent continued. 

However, Mr. Sargent recalls at this 
stage: 

The holding company seems to be less 


available to the industry as a vehicle and 
mechanism for further growth and codrdi- 
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nation in the. future. Those companies are 
being dissipated at an apparently increas- 
ing tempo and the incentive to coordinate on 
an ever-wider geographical basis which 
common ownership furnished, is consequent- 
ly being lost. 


| geen Mr. Sargent holds, 
even if there had been no war, and 
despite the war, the markets had in many 
instances only been scratched, and new 
markets were continually being discov- 
ered. Proper service of these fields, he 
stated, will require greater development 
of the existing systems and full integra- 
tion of all power resources. 

“While this development will natural- 
ly first take place in subnational areas,” 
Mr. Sargent added, “the end result, for 
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all practical purposes, will be a national+ fident that, despite any obstacles or dis. 
ly coordinated and integrated system. psn aso they _— take , ateanene of 
Parallel developments have already tak- poll ey ae still ‘Teens thea - 
en place in other industries, such as the 
telephone, railroads, aviation, and so on.” ; 2 
Mr. Sargent cited the present war as an ; HE Ebasco program provides for in- 
even more compelling argument. terconnection of all capacity of both 
Such operation, in its simplest terms, ™unicipal and industrial plants to pro- 
actually means operation of the physical vide an additional estimated 3,000,000 
facilities throughout the given area in kilowatts to the total generating capacity 


substantially the same manner as they Without necessity of building new facili- 
would be if under one general manage-_ ties. According to the Ebasco report: 


ment of all facilities within the region, 
Mr. Sargent explained, in differentiating 
between this form of integration, and 
interconnections as such. 


MPHASIZING that it is more than in- 
terconnection and has added ad- 
vantages, he declared: “A growing prob- 
lem of the industry is to determine how 
it may continue to be accomplished on 
a voluntary basis.” 
The war of today having furnished an 
even mcre cogent argument for such op- 
erations, Mr. Sargent concluded: 


Recognizing the need for full codrdina- 
tion, steps have already been taken in sev- 
eral areas to get the job done. The pro- 
cedure has been to put into practice the 
principles of operation which companies in 
certain areas have developed over the years 
in the fire of practical experience, and have 
long been following. These known examples 
give concrete and nontheoretical evidence 
of the benefits which accrue from complete 
coordination. 

As an added favorable current develop- 
ment, which should be of increasing help in 
certain key areas, some companies have 
asked and received exemption from FPC 
jurisdiction over interstate interchange 
transactions under § 202 of the Federal 
Power Act, and have had constructive WPB 


electric utilities, and they will not ask any- 
one else to do their job for them. They have 


An enormous, aggregate margin of idle 
capacity has so far been left out of the offi- 
cial figures on which shortage predictions 
have been based. In typical areas the max- 
imum use of capacity already in place in 
hundreds of isolated industrial and munici- 
pal plants is two-thirds or less of their in- 
stalled capacity. The additional energy 
which could be produced continuously ed 
such excess capacity is greater than the pres- 
ent total output of such plants. 

It is entirely feasible to interconnect the 
great majority of such plants, quickly, with 
present power systems constituting the 
source of the present public power supply. 
So tied in, their excess capacity can be put 
to work carrying system loads immediately 
adjacent to such currently isolated plants. 
Equivalent capacity in present central sta- 
tions can thus be made available simultane- 
ously for new war loads. 

The second step, once all available capac- 
ity is interconnected ... is to use all such 
capacity for more hours per day, more hours 
per week, more hours per year . 

In ‘essence, to make idle capacity avail- 
able, all possible electric power production 
properties in each local territory and re- 
gional area must be tied in to a general 
transmission and distribution system along 
with present central station properties, so 
that each such regional producing unit shall 
be operated as nearly as possible up to its 
maximum output capacity. 


The basis for the plan, it was stated, 
assistance in getting such exemption. ... was a survey of 23 utility companies op- 
It is the responsibility of the existing erating in 24 states. The 23-company 


group in which the survey was made 


the understanding, the technique, the ability, comprises operating utilities with an ag- 
and above all the operating organizations gregate installed capacity of 3,017,300 
and a positive record of progress. It is up kilowatts. They produced 14,099, 515,- 


to them now to continue to have even great- 
er vision, more faith, more positiveness than 
ever before to continue the direction of the 


000 kilowatt hours of electrical energy in 
1941, representing 8.5 per cent of cor- 


tremendous expansion which is sure to come responding national generating capacity 
in the decade before them. They will not of such types of utilities. Accepting the 


be content with a job well done. They will 
not rest on their laurels and let the future 


results of the 23-company survey as 2 


go by default. Instead, like their pioneer reasonably good national sample, since 
utility predecessors, the nation may be con- the territories covered by these com- 
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panies present a fairly representative 


Plt 2 cross-section of the United States, geo- 
the con. Mg graphically, their data indicate that for 
ead, the country as a whole approximately 
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3,000,000 kilowatts of presently unused 
generating capacity in isolated industrial 
and municipal plants are available for 
war production work. 
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apacity N a recent letter to Davis M. DeBard, 
’ facili. I vice president of Stone & Webster 
ort: Service Corporation of New York city, 
of idle James Jamieson, manager of the Edin- 
the offi- burgh (Scotland) Gas Department, gives 
lictions us data on fuel and power conservation 
¢ max- HJ being put into effect by the British au- 





thorities. Mr. Jamieson’s letter, which 








































nunici- b 
eir in- was dated July 21st, stated in part: 
a y You would no doubt hear that we have 
a y oy set up in this country a new Ministry of Fuel 
P pres- and Power and it takes over from the Board 
ct th of Trade the control of all fuels—gas, coke, 
ith oil, coal, and electricity—and Major Lloyd 
4 “= George has been appointed as the Minister. 
onl . He is the son of Lloyd George, who was in 
“ P _ the first instance Minister of Munitions and 
he i later Prime Minister during the last war, and 
na “4 if he proves to be as good and sound a work- 
| in er as his father then I think we are in quite 
Was good hands. How the Ministry will develop 
1d I am not yet in a position to say, but it looks 
apac- as if now that interests are under one Minis- 
pert try it is quite possible the different fuels may 
oie have different purposes allocated to them, 
ae but that, of course, may be in the distant fu- 
. ture. 
— I think, however, the whole object at the 
a moment will be to see that the strictest econ- 
esal omy is exercised in the use of fuels and that 
ong waste in every form is entirely eliminated. 
Pe We in the gas industry have pressed for such 
hall an appointment for a long number of years 
ioe and the general feeling is that much good 
will result, providing, of course, we are ina 
position to eliminate vested interests and to 
d look at the problem more from a scientific 
ed, than from an investment point of view. 
)p- So far fuel rationing has not been intro- 
ny duced, but the scheme is being prepared and 
de all arrangements made for its introduction 
but true to our conservative principles we are 
g- making a national appeal in the press, on 
30 hoardings, in cinemas, and broadcasting, ask- 
),- ing the people to reduce their total fuel re- 
in quirements by 124 per cent. It is anticipated 
ne if a 124 per cent reduction in fuel consump- 
: tion can be brought about we will be able to 
y get through the winter comfortably, but if 
e the appeal fails then the rationing scheme 
2 will be introduced. Broadly, it has as a basis 
a household allowance, the quantity per 





house allowed being dependent on the num- 









Britain Rations Gas Service 
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ber of apartments it contains. Then there is 
a personal allowance of 840 pounds per an- 
num per person. The household allowance 
varies according to the location of the house, 
those in Scotland and in the North of Eng- 
land having a somewhat greater quantity 
allowed than those in the South of England. 
The difference is justified in view of the 
much colder weather experienced in Scot- 
land in winter time. If the scheme is ap- 
plied it will call for a complete reorganiza- 
tion of home life as the quantity permitted 
will only allow one fire to be used and that 
sparingly. Alternative fuels are permitted 
on the basis of 5 therms of gas, or 100 units 
of electricity, or 2 gallons of paraffin to 112 
pounds of coal. Should the scheme become 
a reality the output of gas will be consider- 
ably reduced as most houses in Scotland are 
fitted with a solid fuel fireplace which is 
capable, though with low efficiency, of pro- 
viding space heating, water heating, and 
cooking facilities all at one time. 

The luxury of a daily bath, a bedroom 
gas fire, and a refrigerator will have to be 
dispensed with, and [ anticipate our catering 
establishments will experience an unprece- 
dented demand for all meals instead of the 
present rush for midday meals only. It is 
computed, however, that bulk cooking is 
more economical on fuel than home cooking, 
and the tendency of the government has been 
to set up communal feeding centers where 
large parties can be supplied with good, 
wholesome meals at low costs, and I think 
the public are reacting very well to the 
change, although in Scotland we are very 
i of any interference with our home 
life. 


r appeared from a government white 
paper, which explained the proposed 
rationing scheme, that British authorities 
originally contemplated installation of 
the utility- and fuel-rationing plan earlier 
in the summer. 

However, as a result of objections by 
members of Parliament, the introduction 
of the scheme was postponed until such 
a time as it appeared certain that volun- 
tary savings by the public would not be 
sufficient. 
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Power Pool Effected 


EBRASKA Power Company and the Kan- 
N sas Gas & Electric Company were linked 
early in September in a new 154,000-volt 
transmission line which stretches 270 miles 
from Omaha to Midian, Kansas. The inter- 
connection also meant the pooling of power in 
31 states. 

Officials of Nebraska Power said the inter- 
connection would make about 35,000 horse 
power of electric generating capacity, which 
the two companies previously had to hold in 
reserve for emergencies, available for use of 
additional war industries in the Omaha area, 
would permit the two companies to make 
maximum use of the more economically op- 
erated plants in the power pool, and insure 
against interruption of service in event of 
breakdowns of generating plants by permit- 
ting any plant in the pool to draw power from 
other plants. 

President J. E. Davidson of Nebraska 
Power said the new line is one of the longest 
in the world 

“Tt carries the highest voltage ever used on 
a transmission line between the Mississippi 
river and the Rocky mountains,” he asserted. 
“Up ,to this time, the Nebraska Power Com- 
pany’s longest transmission line was 40 miles, 
and the highest voltage any of its lines car- 
ried was 66,000.” 

Through other connections, the power 
plants of Nebraska Power and Kansas Gas 
& Electric are hooked up with those of 16 
other utilities in Nebraska, Kansas, Okla- 
homa, Arkansas, Texas, Louisiana, and Mis~ 
sissippi, forming a power pool with combined 
generating facilities of about 4,000,000 horse 
power. 

The Southwest power pool, in turn, is in- 
terconnected with power systems in 13 other 
states from Indiana, Illinois, and Ohio in the 
North, Alabama and Florida in the South, 
and Pennsylvania, the Carolinas, and Vire 
ginia in the East and Southeast. Total power 
capacity of this group is about 15,000,000 horse 
power. 


Priorities Violation Punished 


N° priority assistance or allocations of re- 
stricted materials will be granted to 
Gold Seal Electric Supply Company, Phila- 
delphia, for a period of three months, the 
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The March of 
Events 


WPB Director General for Operations an- 
nounced on September Ist. 

Suspension Order S-93, issued against Gold 
Seal, charged the company with having made 
substantial sales of copper wire and cable on 
orders bearing no preference ratings or rat- 
ings lower than the A-1-k required by priori- 
ties regulations. 


Temporary Permit Granted 


yn Federal Power Commission on Sep- 
tember 8th announced its order issuing a 
temporary certificate of public convenience 
and necessity to the Northern Natural Gas 
Company, with principal offices in Omaha, Ne- 
braska, authorizing the installation of three 
compressor units totaling 3,100 horse power 
in compressing stations in Kansas and Ne- 
braska and the construction of approximately 
31.4 miles of 20- and 24-inch pipe line to loop 
the company’s existing natural gas line in the 
state of Kansas. Work on the new facilities 
is to be started by November 1, 1942 

Application for a certificate covering the 
construction was filed by the company on May 
4, 1942, pursuant to provisions of the Natural 
Gas Act, and the order announced early this 
month stated: “By reason of the present na- 
tional emergency, the public interest requires 
the issuance of a temporary certificate of pub- 
lic convenience and necessity authorizing the 
applicant to construct, install, and operate the 
facilities . . . in order to assure maintenance 
of adequate service pending the commission’s 
determination of the application for a certifi- 
cate.” 

The order stated that the company has on 
hand the necessary equipment and material 
for the compressing installations, and part of 
the pipe, and that the War Production Board 
has granted the company certain preference 
ratings for the pipe and material needed to 
complete the loop lines. 


WPB Fuse Restrictions 


[* order to save 1,200 tons of copper an- 
nually, the War Production Board pro- 
hibited the use of the metal or its alloys to 
manufacture parts for fuses, other than cur- 
rent-carrying parts, effective fifteen days 
from August 25th. 

The order, Limitation Order L-161, also 
prohibited the assembly of fuses with copper 
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parts other than parts carrying electric cur- 
rent, effective thirty days from August 25th. 
Sales of fuses by manufacturers were re- 
stricted, effective fifteen days from August 
15th, to sales to other manufacturers, or on 
A-10 or higher preference ratings. Adequate 
supplies are expected to be made available to 
civilian users of fuses, since distributors are 
permitted to obtain fuses and other electrical 
supplies through the use of Form PD-1X. 


Convention Curb Eased 


OVERNMENT use of business conventions 

as a means of educating businessmen to 
the needs of the war program has influenced 
the Office of Defense Transportation to rule 
that travel to conventions is a permissible use 
of transportation facilities, it was reported 
recently. 

Joseph B. Eastman, Coérdinator of Defense 
Transportation, said that earlier in the year 
the ODT believed that conventions should not 
be held unless they are related to the war ef- 
fort, that as few people as possible should at- 
tend them, and that they should occupy as 
short a time as possible. This suggestion was 
in accord with the announced purpose of the 
ODT to limit civilian travel as much as 
possible. 

During June and July, however, it became 
apparent that the War Production Board, the 
Office of Price Administration, and other gov- 
ernment war agencies were taking advantage 
of conventions to educate business and pro- 
fessional men to the war program. Conven- 
tions held so far this summer, according to 
records of the Commerce Department, have 
been concerned primarily with government 
activity. 


ODT Commercial Transport 
Control 


HE Office of Defense Transportation will 

assume complete control November 15th 
over every form of commercial motorized 
transport from trucks to taxicabs through an 
order which requires all owners to obtain 
certificates of war necessity in order to oper- 
ate their vehicles. The order gives ODT au- 
thority to require that trucks, busses, taxi- 
cabs, or other commercial vehicles (except 
motorcycles) “be operated in such manner, 
for such purposes, and between such points as 
ODT shall from time to time direct,” regard- 
less of any existing contract or lease on the 
vehicle. 

Affected by the September 8th ruling, ac- 
cording to government officials, is every one 
of the country’s 4,890,000 nonmilitary trucks, 
about 154,000 busses, and more than 50,000 
taxicabs, ! 
_ A general order placing the entire taxicab 
industry in the United States under strict 
regulation in order to save tires, gasoline, and 
vehicles, was issued by Joseph B. Eastman, 


director of the Office of Defense Transporta- 
tion, on August 31st. 

A taxicab is defined by the order (General 
Order ODT No. 20, effective September 1st) 
as “any rubber-tired vehicle (1) propelled or 
drawn by mechanical power; (2) having a 
seating capacity of less than ten persons; 
(3) used in the call and demand transporta- 
tion of passengers for compensation to or 
from points chosen or designated by the pas- 
senger ; and (4) not operated on a fixed sched- 
ule, between fixed terminals, or over scheduled 
routes.” 

Upon the effective date of the order, no 
person not now having authority to operate 
a taxicab or not now operating a taxicab 
in a community where no such authority 
is required may place such a vehicle in opera- 
tion. 


Applications Filed 


HE Federal Power Commission on Au- 
gust 28th announced its receipt of an ap- 
plication by the Olcott Falls Company, Leb- 
anon, New Hampshire, and the Bellows Falls 
Hydro-Electric Corporation, Bellows Falls, 
Vermont, for approval of the sale of the 
physical property of the Olcott Falls Com- 
pany, consisting of the 5,000-kilowatt Wilder 
hydroelectric plant, located on the Connecti- 
cut river at Hartford, Vermont, and other fa- 
cilities, to the Bellows Falls company. Co- 
incident with filing of the application for ap- 
proval of the sale, a joint application was 
filed by the two companies for license for the 
Wilder plant, with a request that the license 
be issued to whichever company owns the 
plant at the time the license is issued. 
According to the application, which gives 
the sale price as $200,000, payable in cash, the 
Olcott Falls Company has no funded debt. 
Its properties were originally constructed as a 
pulp and paper mill. Since abandonment of 
the mill, operation of the power plant has been 
continued and all electric energy generated 
has been sold to the Bellows Falls company 
and the Granite State Electric Company (both 
subsidiaries of the New England Power Asso- 
ciation). 


Power Shortage Looms 


Wi an estimated 25 per cent of Canada’s 
total developed power resources devoted 
to direct war industries and another 25 per 
cent used by indirect war industries, a gen- 
eral wide-scale power shortage has been de- 
veloping in Canada, it was recently learned. 
Most seriously affected by this situation are 
Ontario and Quebec, whose problems are ac- 
centuated by expanding war industries. 

As a result of these developments, the 
Dominion government was expected to take 
steps to conserve available supplies of power 
for most advantageous use. First steps in the 
program of equitable power distribution prob- 
ably would take the form of restrictions on 
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“luxury” power by the power controller. 
Some time this month, it was expected, show- 
case and ornamental lighting would drop out 
of the picture, air heaters in stoves and offices 
would go on the shelf for the duration, and 
street lighting would be curtailed. 


It was considered unlikely that the restric- 
tions would extend beyond Ontario and Que- 
bec. Authoritative reports indicated that first 
restrictions would be in southern Ontario, 
where curtailment of the pulp and paper in- 
dustryxwas expected, 


Alabama 


Purchase Plan Rejected 


HE Jefferson County Commission in a 2- 
to-1 decision recently abandoned all plans 
for purchase of the Birmingham Electric 
Company because “the wisdom of such ac- 
tion” was questioned and because two of the 
three commissioners considered the time “not 
propitious to consider such an enormous un- 
dertaking.” 
The decision was announced jointly by 
Commission President R. H. Wharton and 
Commissioner Earl Bruner immediately after 


a resolution had been offered by Commissioner 
Henry W. Sweet submitting the BECO pur- 
chase plan to a county-wide vote in the No- 
vember 4th general election. Sweet’s resolu- 
tion died for want of a second. 

Following refusal of the county commis- 
sion to take steps toward purchase of BECO, 
the holding company, National Power & 
Light Company, owner of the common stock, 
petitioned the SEC for a one-year extension 
of the time set for the sale of the local com- 
pany. A hearing on the petition was set for 
September 15th. 


Arkansas 


Outlook for Power Supply 
Brighter 


HE outlook for power supply for this sec- 

tion is much brighter than it was a year 
ago, C. S. Lynch, executive vice president of 
the Arkansas Power & Light Company and 
chairman of the Southwest power pool, said 
in an address before the Pine Bluff Rotary 
club on August 27th. Mr. Lynch had been in 
conference recently with officials of the ten 
companies in the pool and with officials of 
war agencies. 

“Many things have happened to brighten 
the picture,” he said. “Principal among these 
is the fact that war loads have seldom ex- 
ceeded three-fourths of the amount of power 
it was estimated they would require. We had 
assumed complementary plants would require 
increased loads as they had in the past. In- 
stead, the opposite has happened. There have 
been many mortalities in business from one 
cause or another, and this has caused a de- 
crease in power demands. Shortage of mate- 
rials and other items has caused people to be 
more thrifty, and this has caused a slump in 
consumption. Many plants have been cur- 
tailed by priorities, and this has caused addi- 
tional reduction in demands. 

“If present plans of power companies to 
complete their expansions are carried out, 
there will not be any power shortage in this 
section. This is quite a tribute to the plan- 
ning of the industry, when steel, copper, rub- 
ber, sugar, automobiles, and other things have 
been taken away.” 
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Uniform Accounting Sought 


ECOMMENDATIONS for setting up a uniform 

system of accounts for electric utilities 
operating in Arkansas were filed with the 
state utilities department by Joe Bond of Lit- 
tle Rock, certified public accountant. The 
recommendations were modeled after Federal 
rules, it was said. Joe Kimzey, chairman of 
the commission, said representatives of Ar- 
kansas utility firms would be called in before 
the regulations were prescribed. 


Co-op Bus Declared “Contract 
Carrier” 


FN ceca bus company organized at 

Conway by 150 residents employed at the 
Maumelle Ordnance Works was described 
by the Arkansas Corporation Commission re- 
cently as a “contract carrier,” subject to com- 
mission regulations. 

The commission said it would take no ac- 
tion against the group until formally peti- 
tioned to do so. 

It was expected that the right of the bus 
codperative to operate would be protested 
by the Missouri Pacific Trailways, the Ar- 
kansas Motor Coaches, Inc., and the Intercity 
Bus Service, all of which are licensed by the 
commission to transport passengers from 
Conway to the Marche plant. 

Codperative members paid $7.50 initially 
for purchase of the bus, and planned to pay 
$1.50 weekly for transportation. Commercial 
lines charge $2.36 for six round-trips. 
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California 


City-PG&E Power for 
Aluminum Plant 


OMBINED resources of San Francisco’s 
hydroelectric generating system and the 
Pacific Gas and Electric Company will be 
utilized to supply electric power for the pro- 


jected aluminum reduction plant at Riverbank,,. 
Stanislaus county, under an arrangement be-’ 


fore the state railroad commission. 
According to a PG&E petition presented to 
the commission, the agreement between com- 
pany and city was entered into to enable the 
city to meet its obligations under a contract 


with the Defense Plant Corporation of the 
Federal government. 


Protests OPA Rule 


HE Davies Warehouse Company, Los 

Angeles, late last month asked the U. S. 
Emergency Court of Appeals to set aside an 
Office of Price Administration order holding 
that California warehouses are subject to an 
order fixing maximum rates to be charged. 
The company said it is a public utility subject 
to regulation by the California Railroad Com- 
mission, which fixes rates charged by Cali- 
fornia warehouses. 


Connecticut 


66 E are convinced that the interest of 

the public is best served by a regu- 
latory authority conversant with local condi- 
tions in the case of a company such as the 
Hartford Electric Light, whose business is 
wholly confined to deliveries of power made 
within the state,” said the company’s presi- 
dent, Samuel Ferguson, recently in response 
to the continued attempt of the Federal Power 
Commission to assert its jurisdiction over the 
Hartford Company. 

The FPC had earlier filed a brief with the 
United States Circuit Court of Appeals at 
New York to support its contention that Hart- 
ford Electric Light is a public utility within 
the meaning of the Federal Power Act, and 
hence subject to the commission’s jurisdic- 
tion, 

President Ferguson’s 


FPC Jurisdiction Debated " 


statement declared 


that “the effort to assert jurisdiction over this 
company is wholly an effort of a Federal bu- 
reau to enlarge its powers beyond the bounds 
prescribed by Congress through the control 
of generating plants.” 

“Tt is only indirectly, through sales to the 
Connecticut Power Company,” he continued, 
“that minor amounts of power generated here 
ever cross state lines; and these transfers 
across state lines are already subject to Fed- 
eral Power Commission control by reason of 
its admitted jurisdiction over the Connecti- 
cut Power Company.” 

The Federal Power Act, Mr. Ferguson 
stated, allows any company to own interstate 
transmission lines and place itself under Fed- 
eral jurisdiction, or to divest itself of such 
lines and remain under state jurisdiction. 

“We elected the latter alternative and the 
Federal Power Commission is trying to prove 
us ineligible for such election,” he concluded. 


District of Columbia 


Notice Served on OPA 


HE District of Columbia Public Utilities 

Commission on September 8th in effect 
served notice on the Office of Price Adminis- 
tration to keep its investigative nose out of 
local utility regulation. 

Efforts of OPA to prevent an increase in 
gas rates under the “sliding scale” agreement 
between the PUC and the Washington Gas 
Light Company were virtually halted when 
the commission ruled the price control office 
should not undertake detailed investigation of 
the company’s accounts. 

PUC Chairman Flanagan, speaking for him- 
self and Engineer Commissioner Kutz, said 
in part: 


“This commission in effect has already ruled 
that questions pertaining to basic elements of 
the sliding-scale arrangement are not within 
the scope of the present proceedings. This 
hearing is vastly different from a rate case. 
Rate cases usually involve investigation, 
analysis, complete review of operations some- 
times over a period of years, and often valu- 
ation of property. 

“In this case all that work was done before 
the sliding-scale arrangement was entered 
into. Every year since that time the staff of 
this commission has spent months in detailed 
audit of the company’s operations. 

“To question a basic element of the arrange- 
ment at this time undoubtedly would result in 
throwing open all other elements of the ar- 
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rangement for reconsideration. This obvious- 
ly would lead to protracted negotiations. The 
question whether another arrangement would 
be more or less advantageous to consumers 
could not be settled within months. It was not 
the intention of the commission to initiate 
such proceedings when it called these hearings 
= revision of rates under the sliding 
scale, 


OPA Attorney Harry R. Booth had obtained 
commission permission to intervene on the 
first day of the hearing. He devoted several 
hours to questioning Robert C. Owers, treas- 
urer of the [a company. It was reported his 
questions indicated that OPA expects abnor- 
mal war-time taxes paid by the company to be 
included in operating expenses for the pur- 
pose of determining rates. 


Illinois 


Gas Rates Reduced 


HE Natural Gas Pipeline Company of 

America, serving Chicago and surround- 
ing territory, has filed new schedules which 
would reduce its wholesale gas rates by $2,- 
738,000 a year, the Federal Power Commis- 
sion announced late last month. 

It was estimated in Chicago that more than 
$2,000,000 of this reduction would go to four 
utility companies serving customers in Chi- 
cago and suburbs. These are the Peoples Gas 


Light & Coke Company, Public Service Com- 
pany of Northern Illinois, Western United 
Gas & Electric Company, and Illinois North- 
ern Utilities Company. 

Officials of the utilities said they were not 
ready to comment on whether all or part of 
the wholesale rate cut would be passed on to 
their customers. 

The latest wholesale rate cut is in addition 
to a reduction of $3,750, a year in rates 
charged by Natural Gas, which took effect 
last April Ist. 


Kentucky 


High Rates Protested 


W smu county has filed a_ protest 
against the “high and unreasonable” 
electric rates charged by the Tri-City Utility 
Company, State Public Service Commission 
Secretary Marvin Eblen reported recently. 
A hearing on the protest was to be held in 
Frankfort, September 22nd. 

The protest, filed by T. J. Roberts, secre- 
tary-treasurer of the Mahan-Jellico Coal 


Company, Williamsburg, Kentucky, declared 
that the Tri-City plant serving Whitley county 
is located in Jellico, Tennessee, and the plant 
operates in competition with a municipally 
owned outfit in Tennessee. 

The petition further stated that Tri-City 
has carried on its Tennessee operations at a 
loss and “to compensate for the loss Tri-City 
subsidized its Tennessee operations from prof- 
its made from high and unreasonable rates 
charged Kentucky citizens.” 


Maryland 


Taxi Ruling Is “Difficult” 


NTiL additional taxi stands are estab- 

lished in the downtown Baltimore area, 
adequate enforcement of the ODT ruling pro- 
hibiting cruising by taxicabs (see page 447) 
will be extremely difficult, a spokesman for 
the state public service commission an- 
nounced recently. Most of the other provi- 
sions of the order which apply to Baltimore, 
the PSC official asserted, already were en- 
forced. 

Cruising in Baltimore has been prohibited 
since April, 1941, but enforcemerit of the ban 
in the downtown area was shortly thereafter 
postponed by the commission until a “suffi- 
cient number” of taxi stands to accommodate 
the cabs taken off the streets had been estab- 
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lished. As yet the required stands have not 
been established, and not until they are can 
the commission incorporate the ODT ruling 
into its own taxi regulations, thus giving it the 
force of law requiring local police enforce- 
ment. 


Seeks Rate Boost 


HE Citizens’ Gas Company of Salisbury 

last month applied to the public service 
commission for permission to reduce the heat- 
ing value of gas it manufactures and to add a 
5 per cent war emergency service charge on 
its rates. New rates would take effect October 
Ist unless consumers petitioned the commis- 
sion for a hearing on the proposals and the 
commission granted the request. 
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The ruling, the petition stated, would in- 
crease the utility’s revenue by $9,200, made up 
of $3,400 from 3 per cent greater sales due to 
the reduction in heating values and $5,800 
from the increase in retail rates. The petition 
said the company would gradually reduce the 
heating value standards down to the proposed 
new level beginning October Ist. The lower 
standard, it was stated, would permit savings 
in oil by substitution of a greater percentage 
of solid fuels. 

“Increased expenses are now having a very 
depressing effect on the company’s earn- 
ings, and the forecast for the ensuing year is 
very discouraging unless some increase in 
rates is put into effect,” the petition stated. 

“We therefore feel justified,” it added, “in 


filing the new rate schedules which increase the 
existing rates by a very small margin and will 
increase the net income only to the extent 
necessary for the company to continue its op- 
eration without impairment of its financial 
stability.” 

Lowering of the heat value standards 
would save the company about $1,800 an- 
nually, the petition said. 

It was subsequently declared by Ray 
Broughton, vice president and general man- 
ager of the company, that the proposed in- 
crease would “only absorb, in part, the in- 
creased costs of operation ‘and the company 
will not be able to earn .. . a fair return on 
the yalue of its property devoted to public 
use. 


Michigan 


To Get Natural Gas 


HE Consumers Power Company an- 

nounced that Pontiac gas mains would be 
connected early in September with a pipe line 
delivering natural gas from Texas. Division 
Superintendent B. G. Campbell said it would 
be several weeks before all the 15,000 users 
in Pontiac and vicinity are served entirely 


with natural gas; and until then the natural 
gas would be mixed with artificial gas. 

It was also announced early this month that 
Texas natural gas would be supplied to Jack- 
son and other cities December Ist, according 
to J. W. Hall, engineer for Panhandle East- 
ern Pipeline Company, which will deliver 
gas to the Consumers Power Company. Clear- 
ing of right of way has begun, Hall said. 


Nebraska 


To Oppose Power Sale 


FP poser ciye of a citizens’ group to op- 
pose sale of Omaha electric power prop- 
erties to Consumers Public Power District, to 
be known as the Omaha on Guard Committee, 
was announced recently. 

In the making for some time, the commit- 
tee formation was completed at a session 
which approved Frank C. Heinisch, attorney, 
as chairman, and Allen Hupp, secretary of 
Associated Retailers, as secretary. 

Declaring the fight is not against public 
power districts but rather against loss of local 
control of Omaha’s power utility, Heinisch 
said the committee’s immediate objective will 
be to urge the city council to protect its 180- 
day notice of sale contract with Nebraska 
Power Company owners, originally designed 


to afford time for public vote on any change 
of ownership proposal. 


Bonds Recalled 


TRECTORS of the Consumers Public Power 

District have authorized calling in of 
$200,000 of its southern Nebraska division 
bonds. 

The city of Superior, which had lease-pur- 
chased the distribution system from the Con- 
sumers district, and had been paying rental, 
voted bonds sufficient to buy the property out- 
right, enabling the Consumers to call in the 
proportionate part of the division bonds cover- 
ing the Superior distribution system. 

Superior leased the distribution system 
when the Consumers district bought the 
Southern Nebraska Power Company in 1940. 


New York 


Army to Guard Plant 


HE generating plant of the Long Island 
Lighting Company, which supplies power 
to half a dozen major war production plants 
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on Long Island, will be guarded by the U. S. 
Army, it was announced early this month by 
Colonel Edward C. O. Thomas, director of 
civilian protection for Nassau county. 

At the request of Colonel Thomas, the 
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plant was inspected recently by Colonel John 

Downer, commanding officer of Camp 
Upton and security officer for the Long Island 
district, who agreed that protection of the 
plant was a military problem. 

At their joint request, fourteen soldiers and 
an officer have been assigned to the plant; the 
guard will be maintained twenty-four hours 
a day. Sentry boxes, a telephone system, and 
barracks will be supplied by the Lighting 
Company. The U. S. Coast Guard will extend 
its patrol to include the waterfront near the 
plant. 


Asks City to Buy Utility 


Mx F, H. LaGuardia of New York 
city proposed to the city council in a 
special message on August 31st that the city 
of New York buy and operate the Staten Is- 
land Edison Corporation, which supplies 
electricity to the entire borough of Richmond 
and which must be sold by order of the Se- 
curities and Exchange Commission. Acquisi- 
tion of the plant would be a step toward ful- 
fillment of Mayor LaGuardia’s dream of a 
municipal “yardstick” power plant: In dis- 
cussing his proposal privately with members 
of the council, the mayor was reported to 
have used the term “yardstick” with refer- 
ence to the Staten Island plant. 

The properties of the Staten Island Edison 
Corporation, the mayor estimated, could be 
acquired for between $14,000,000 and $16,- 
500,000. He explained that Staten Island Edi- 
son, a subsidiary of the Associated Gas & 
Electric Corporation, is for sale as a result of 
an SEC order of August 13th directing Asso-, 
ciated to divest itself of more than 100 of its 
subsidiaries. 

“Tt is important to the people of Staten Is- 
land and to the whole city,” Mayor La Guar- 
dia said in his message, “that this property 
not fall into speculative or monopolistic 
hands. 

“The borough of Richmond has the great- 
est prospects for industrial and residential 
development. Electric power may very well 
hold the key to this development. If this 
property is managed with vision and an in- 
telligent concern for the future of the island, 
it could prove a great instrument for aiding 
that development.” 

The general municipal law provides that the 
purchase and operation of a public utility by 
the city must be authorized by the council 
and then approved by the voters at a referen- 


dum. A bill to authorize acquisition of the 
plant was introduced after receipt of the 
mayor’s message by Newbold Morris, council 
president. It was referred without discussion 
to the finance committee, which will hold pub- 
lic hearing on it. 

The mayor proposed to finance the purchase 
of Staten Island Edison by sale of 30-year 
serial bonds, bearing interest of not more than 
3 per cent. The plant would be operated by 
the department of public works. 


Asks End of TWU “Raids” 


HE Utility Workers Organizing Commit- 

tee demanded recently that the national 
officers of the Congress of Industrial Organi- 
zations take immediate action to curb what it 
characterized as “ruthless raiding” of its 
jurisdiction by the Transport Workers Union, 
headed by Michael J. Quill. 

At the same time the committee, through 
its national director, Harold J. Straub, asked 
the state labor relations board to put it on the 
ballot in a forthcoming election to determine 
a collective bargaining representative for em- 
ployees of the Queens Borough Gas & Elec- 
tric Company. 

The feud between the UWOC and the TWU 
dates to last September, when the Quill union 
voted to expand its jurisdiction to take in 
utility employees. The UWOC filed a formal 
protest with the CIO appeals board, in which 
it complained that the TWU’s invasion of the 
field would create “disunity and disruption” 
and lead to strikes and “chaos” in the utility 
industry. 

Early this month, Quill admitted that his 
union of transportation workers was organiz- 
ing workers of gas and electric companies. It 
was said that Mr. Quill took the position that 
the wording of the TWU charter empowered 
him to organize utility workers. The follow- 
ing words from the charter were cited as jus- 
tification for the action: “The union is em- 
powered ‘to unite all workers employed, in or 
about any and all passenger transportation 
facilities and public utilities in this industrial 
union,’ ” 

In response to a question as to whether the 
reference to public utilities in the charter did 
not refer to such utilities as street railways, 
subways, and trolley lines, it was said that in 
some Cities these utilities are so closely related 
with, in many instances being operated by, the 
power companies that they cannot be consid- 
ered as unrelated. 


5 
Ohio 


Free Rides for Armed Forces 


5 ee Cleveland city council has passed an 
ordinance making it mandatory the City 
Transit System provide free rides for uni- 
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formed members of the armed forces and 
adopted legislation authorizing CTS immedi- 
ately to buy 60 trailers, each seating 31 pas- 
sengers and costing $2,500 edch, for attach- 
ment to regular busses. 
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The ordinance requiring that uniformed 
men be charged no fare on street cars and 
busses was presented to the council by Coun- 
cilman Edward L. Pucel, because Mayor 
Frank J. Lausche’s administration had not 
complied with legislative requests for free 
rides for soldiers, sailors, marines, and coast 
guardsmen. The mayor declined to state 
whether he would sign the ordinance, which 
was passed unanimously, permit it to take ef- 
fect in ten days without his signature, or vetoit. 

The legislation authorizing. an emergency 
purchase of the 60 bus trailers was passed on 
the recommendation of Transit Manager Wal- 
ter J. McCarter, who said he regarded the 
vehicles, which are merely for war-time relief 
of the overburdened transportation system, as 
“the cheapest insurance we can buy against 
making people walk this winter.” 


To Fight for Amendments 


Mc Frank J. Lausche of Cleveland an- 
nounced recently that he would take per- 
sonal leadership in “an aggressive and mili- 
tant campaign” to obtain the city electorate’s 
approval of two important charter amend- 
ments which the city council voted to place on 
the ballot in the November 3rd election. 

The mayor said that, in person and by radio, 
he would appeal to the voters to alter the 
charter to permit the creation of a 3-man 
commission which would control the city 
transit system independently of the council 
and the municipal administration, and to vest 
in the new 7-man city plan commission both 
the power and the duty of directing the physi- 
cal development of Cleveland. 

In an almost unparalleled demonstration, 
the council stripped all extraneous riders from 
the proposed transit commission amendment, 
declaring for a 3-man commission that would 
be appointed by the mayor, subject to ratifica- 
tion of the council, and would exercise “full 
and complete” control over city transit opera- 
tion, maintenance, construction, routes, types 
of equipment, schedules and stops, salaries and 
wages. 

On one of the most vital aspects of the 
transit set-up—control of fares—the council 
turned down, by a 23-to-10 vote, an effort by 
Councilman Louis A. Weinberg to keep that 
control in the hands of the politically elected 
council, Instead, the council decided that the 
transit commission should exercise full de- 
termination of street car and bus fares, with 
the proviso that any fare schedule promul- 
gated by the commissioners shall go into ef- 
fect unless vetoed within forty days by a two- 
thirds majority of. the council. It stipulated 
that a resolution of the transit commission 
changing the fare shall be subject to popular 
referendum, as are ordinances of the council. 

By a vote of 19 to 14, the council struck 
from the transit amendment a proviso that at 
any time a year after the transit commission 
has been set up the council could create an- 
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other commission to control the municipal 
light plant and waterworks. This proviso had 
been offered by the Municipal Light Plant As- 
sociation, but after it was defeated the asso- 
ciation president, Paul W. Walter, said he 
would “work whole-heartedly” for passage at 
the polls of the amendment calling for a 
transit board only. 


OPA Aid in Gas Fight Sought 


ASsEetING that the East Ohio Gas Com- 
pany was trying to obtain a substantial 
“inflation” of its present Cleveland rate, 
Mayor Frank J. Lausche last month sent to 
Price Administrator Leon Henderson a re- 
quest that OPA take a hand in the rate fight 
between the city and the company then pend- 
ing before the state public utilities commission. 
Lausche said that East Ohio, a wholly 
owned subsidiary of Standard Oil Company 
(New Jersey), had contended to the commis- 
sion that it was entitled to an average rate of 
78 cents a thousand cubic feet, against the 69 
cents it is now collecting and the 55 cents 
which the city has been trying to obtain. 

“This Ohio unit of Standard Oil Company 
thus demands a 23 cents-per-thousand-cubic- 
feet inflation of the legal ordinance rate (55 
cents) adopted by the duly elected represent- 
atives of the people of Cleveland prior to 
March of 1942,” Lausche wrote to Henderson. 

A spokesman for the company, H. E. Eckes, 
rate engineer, said Lausche’s letter was “a 
highly unfair reflection on us, because, since 
our claims were submitted to the utilities com- 
mission, the world has entirely changed.” 

In response to Mayor Lausche’s letter, Ad- 
ministrator Henderson announced early in 
September that the OPA would seek permis- 
sion to intervene on the side of the city of 
Cleveland in opposition to the effort of the 
East Ohio Company to obtain higher gas rates 
in that city. 

Mr. Henderson’s letter to Mayor Lausche 
follows: 

“IT have read with interest your letter of 
August 19th asking that this office codperate 
with your city in its efforts to prevent the East 
Ohio Gas Company from obtaining an increase 
in gas rates for service rendered to consum- 
ers within your city. We appreciate very much 
the efforts which have been made by your city 
to help stabilize the cost of living by pre- 
venting increases in gas rates in your city. 

“This office will support you in your efforts 
to prevent any increase in the price of gas 
sold in your city. We propose, therefore, with- 
in a short period, to seek the consent of the 
Ohio Public Utilities Commission to intervene 
in this proceeding for the purpose of aiding 
you in maintaining the ordinance rates estab- 
lished by your city as fair and reasonable rates 
for gas service. We may not find it possible 
to make a personal appearance, but in any 
event will seek permission to submit a brief 
to the Ohio commission.” 
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Negotiations between the East Ohio Gas 

mpany and the largest cities on its system 
outside greater Cleveland have produced new 
rate schedules, each entailing some reduction, 
for Canton, Warren, and Niles, with the pros- 
pect of similar adjustments for Youngstown 
and Akron, it was announced recently. 

The new rates would cut by $22,500 the 
amount collected annually from East Ohio’s 
customers in Canton, $8,200 in Warren, and 
$4,600 in Niles. The rate offered Youngstown 
—90 cents for the first thousand cubic feet and 
55 cents for each additional thousand—would 
result in a yearly gross savings of $68,000, the 
company said. It was understood that the rate 
to be proposed for Akron would be the same 
as the one offered Youngstown. 

East Ohio’s new agreements are based on 


the payment by that utility to the Hope Nat. 
ural Gas Company of West Virginia of only 
29.5 cents a thousand cubic feet for the whole. 
sale supply of fuel which East Ohio obtains 
frgm its sister corporation across the Ohio 
river. The 29.5-cent wholesale charge is the 
one which the FPC recently fixed as fair and 
represents the reduction from 36.5 cents 
sought through FPC by the Cleveland law 
department. 

East Ohio’s new rate agreements stipulate 
that if Federal courts, to which Hope has ap- 
pealed for a reversal of the Power Commis- 
sion order, fix a different wholesale charge 
than 29.5 cents, an adjustment reflecting that 
difference may be made for those cities in 
which the reduced retail rates have been 
negotiated. 


South Carolina 


Power Company Cited 


TT? Federal Power Commission on August 
31st ordered the South Carolina Electric 
& Gas Company, Columbia, to show cause why 
it should not apply for Federal licenses for its 
Parr Shoals and Columbia hydroelectric 
plants. 

The order said continued operation of the 
projects without Federal authority was in 
violation of the Federal Power Act. It said 
that although the commission had requested 
the company to file applications for licenses, 
the company had failed to do so. 

The company was given until September 
15th to reply to the order. 


Federal Acquisition Reported 


_ HE Federal Works Agency, it was reported 
recently, is considering taking over, in the 
war emergency, the properties in Columbia of 
the South Carclina Electric & Gas Company, 
and those in Lexington county of the Lexing- 
ton Water Power Company. 


It was also reported by a state newspaper 
that there had arisen a growing trend in Wash- 
ington for the acquisition by the Federal gov- 
ernment of the new Santee-Cooper hydro- 
electric development. 

In the meantime, there had developed an- 
other possibility—a fresh move to save the 
Santee-Cooper and the Columbia properties 
as well for control within the state by making 
it possible for the Santee-Cooper authority to 
purchase the Columbia and Lexington proper- 
ties. 

In this connection, it was reported that a 
special session of the South Carolina legisla- 
ture might be called so that the Santee-Coop- 
er Act could be amended to make this pur- 
chase by the authority possible. 

State public service commission announced 
on August 27th that it would hold public 
hearings October 6th on the proposed merger 
of the South Carolina Electric & Gas Com- 
pany and the Lexington Water Power Com- 
pany. 

The companies are subsidiaries of the de- 
funct Associated Gas & Electric Company. 


Utah 


Heating Gas Limit OK’d 


eee of a shortage of heating gas in the 
southern part of Utah county, the state 
public service commission issued an order 
limiting the type of new installations. The 
Mountain Fuel Supply Company requested 
the order, pointing out that its only source of 
supply in the territory is the Columbia Steel 
Company, whose output is more or less fixed, 
while the demand is increasing constantly. 
The commission found that the maximum 
output available from Columbia Steel Com- 


pany was 5,500,000 cubic feet a day, and the 
estimated maximum demand for the 1942-43 
season is 96 per cent of this, 

The order permits the company, on one day’s 
notice, to limit new installations in Provo, 
Springville, and Spanish Fork to cooking 
ranges, other cooking appliances, refrigera- 
tors, and water heaters. There will be no new 
connections for seasonal heating unless the de- 
mand for gas during the winter should be low- 
er than expected. In such event, it was an- 
nounced, applications would be accepted ac- 
cording to seniority. : 
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The Latest 
Utility Rulings 


Court Upholds Accounting Requirements 
Except As to Organization Item 


n order of the New York commis- 
A sion requiring the Long Beach Gas 
Company to eliminate certain items from 
capital accounts and charge them to sur- 
plus was upheld by the appellate divi- 
sion of the supreme court except as to 
an item of organization expense. The 
organization fee had been carried on the 
company’s books for over twenty years. 
The supporting voucher included serv- 
ices which could not be properly classi- 
fied in the organization account under 
both the accounting systems, although it 
described some services properly classi- 
fied. The company was unable to break 
down the total figure so that a correct 
allocation of the various items could be 
made. The court said: 


This is a harsh decision to make con- 
cerning an account which has been car- 
ried for more than twenty years, and con- 
cerning which the voucher on its face 
indicates that all of the items therein but 
one are indisputably items of capital ex- 
pense. The sole exception is the item of 
expense incurred in the preparation and dis- 
tribution of circulars to interest citizens, 
householders, architects, etc., in the use of 
gas. Assuming this to have been an operat- 
ing expense and not a capital charge, as 
found by the commission, certainly the 
reasonable inference is that the amount 
thereof was insignificant in comparison with 
the total fee. But it is by no means clear 
that this item should not be considered as 
a part of the cost of securing primary gas 
consumers and treated as an item of capital 
expenditure. ... 

We are not unmindful that there are two 
other items included in the voucher, viz.: 
expense for preliminary engineering and 
for the extension and purchase of gas mains, 
which it may be technically improper to 
classify in an organization account because 
other accounts are provided for them. They 
are nevertheless conceded to be items of 
capital expense. Again it is by no means 
clear that the expense connected with these 
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items was not incurred in putting the cor- 
poration in readiness to do business. 

No fraud, no padding, no impropriety of 
any kind except neglect is charged in con- 
nection with the payment of this fee. 


An amount consisting of items relat- 
ing to services and stubs laid in anticipa- 
tion of a real estate development and an 
amount relating to a steam line, as to 
which there was no proof of present 
existence, were held to have been prop- 
erly ordered to be charged to surplus. 
The company had never built up or 
maintained in either a retirement or de- 
preciation account an adequate reserve 
to meet the retirements in question. 

A fee paid to an affiliate had also been 
eliminated by the commission, and the 
court supported its action. The matter of 
fees had been the subject of an intensive 
investigation in an earlier rate case. Con- 
cerning this the court said: 


The same witness who prepared the ac- 
counting exhibits and testified in that case 
also testified in the present proceeding. For 
the sake of convenience his testimony in the 
former case was received by the commis- 
sion in this proceeding, a practice permis- 
sible in proceedings before the commission, 
for the latter is not bound by technical rules 
of evidence. 


The point was raised that the com- 
mission had no power to direct the 
elimination of the fee in question and to 
require that it be charged to surplus. 
The court said that in somewhat anal- 
agous situations such power had been 
recognized and upheld. The authorities 
recognized that one of the prime pur- 
poses of administering a system of uni- 
form accounts is to prevent padding by 
the entry of improper charges. The 
recognition of this rule, the court said, 
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is not inconsistent with the rule that the 
commission cannot compel a utility to 
write off from its book values a loss 


which it has not sustained. Long Beach 
Gas Co., Inc. v. Maltbie et al. 36 NY 


Supp(2d) 194. 
v 


War Bans Nonessential Bus Service 


gpa a requested extension of bus 

service to Mount Mary College, 
Milwaukee, will not result in direct bene- 
fits to the war effort which justify the 
use of critical materials for this purpose, 
the Wisconsin commission had dismissed 
an application of the college for the ex- 
tension. The commission issued a state- 
ment of policy: 


There is now available to Mount Mary 
College some charter bus service, and while 
petitioner does not consider it adequate to 
meet the full needs of the college, it gives 
at least a minimum of service. There will 
be, so far as we know, no deprivation of 
existing service. ... 

The demands of war have laid upon the 
public many burdens and inconveniences. 
Not the least of these is the necessity on the 
part of the public and public utilities to con- 
serve rubber tires, transportation equip- 
ment, and man power in order that these 
resources may be devoted to the war effort 


3 


and thus contribute directly to the survival 
of our nation and the defeat of its enemies, 
This is the standard by which we must be 
guided in matters of the character under 
consideration. Manifestly, if the extension 
here sought is made it will increase the con- 
sumption of critical materials. The question 
is, will the authorization of this extension of 
service result in direct benefits to the war ef- 
fort such as to outweigh the consumption of 
critical materials which will be occasioned 
thereby. 

The problem may be stated another way. 
During war time the rule of adequate serv- 
ice is different than that normally applicable 
in time of peace and the proof must show 
that in addition to the usual requirements 
there is a direct need for such service to 
carry on the war effort which justifies the 
use of critical materials therefor. Judged 
by these standards we conclude that the 
extension of service herein sought will not 
justify the use of the critical materials which 
will be required to operate such service. 


Re Mount Mary College (MC-1067). 


Overheads and Bond Discount Excluded from 
Cost Determination 


OND discount is not a cost of proper- 
ty but a cost of money, says the 
Wisconsin commission in a decision re- 
lating to a reclassification of utility plant 
accounts. It is so directly related to the 
coupon rate of interest that only by con- 
sidering both coupon interest and dis- 
count (or premium) can the effective in- 
terest rate on an issue be determined. 
As stated by the commission: 


By raising the coupon interest rate, an 
issuer can increase the proceeds to be de- 
rived from an issue and decrease the dis- 
count or even receive a premium for the 
issue. Conversely, a lowering of the coupon 
interest rate will have a reverse effect. In 
either event, both coupon rate of interest 
and discount or premium must be consid- 
ered in ascertaining the cost of money. 


Further, when allowance is made for 
every dollar paid by a company for prop- 
erties acquired as a part of original cost 
of tangible plant, there is nothing left 
over to be assigned to organization of 
predecessor companies. A claimed cost 
of organizing the present company, with 
the exception of legal fees, was said to 
be without supporting evidence and 
based entirely on estimates, which, in a 
cost determination, cannot be substituted 
for the actual cost. 

General direct costs and general over- 
heads claimed by the company exceeded 
the amounts capitalized by it in its ac- 
counts as a part of the construction costs 
of property. To the extent that these 
costs had actually been incurred, said the 


SEPT. 24, 1942 456 





THE LATEST UTILITY RULINGS 


commission, it was clear that they had 
been charged either to construction or 
to operating expenses, with the excep- 
tion of interest, which is chargeable as 
an income deduction. Thus, said the 
commission, the question is clear cut: In 
ascertaining original cost, may a utility 
reéstimate and recompute the amount of 
indirect items and general overheads 
and substitute them for the amount pre- 
viously capitalized as a part of construc- 
tion cost? The answer was in the nega- 
tive. 

Disallowing the claims for these items, 
the commission continued : 


While this should be sufficient to dispose 
of the issue, we believe it appropriate to 
point out a serious result which would fol- 
low, were we to permit respondent to resur- 
rect these items from its operating expense 
over the past fifty years and now add them 
to the cost of its plant. Whatever goes 
into the cost of plant is subject to deprecia- 
tion and the cost of the plant eventually 


& 


Water for Domestic Uses More Important 


is written off to expense through periodic 
charges for depreciation. Hence, if over- 
heads or similar items, the accounting for 
which is optional with management, are 
charged to expense once.as incurred, and 
then later are resurrected and put into the 
plant account which latter is subject to 
charges for depreciation, the items are 
charged to expense a second time. We can 
see no merit in a proposal which would re- 
sult in such an end. 

It appeared that the company had 
erred in not recording water services 
extending from main to curb cock. The 
company claimed these services as its 
property, for the maintenance and re- 
placement of which it was responsible. 
To correct the error it was said to be 
necessary to set up the original cost of 
water services in plant, compute the ac- 
crued depreciation thereon and record 
the same in depreciation reserve, and 
record the net amount in contributions 
in aid of construction. Re Superior 
Water, Light & Power Co. (2-U-1569). 


Than for Industrial Use 


WATER company having an inade- 
quate supply was prohibited by the 
Pennsylvania commission from furnish- 
ing water service to any consumer for 
industrial or coal mining use at any time 
when, by reason of lack of water in its 
facilities, the company’s service is not 
being made adequately available for use 
by any consumer of other classes. 
Any curtailment of service to a coal 
company, it was found, would be detri- 
mental to all parties concerned for the 
reason that the use by the coal company 
of corrosive creek water, which is the 
only other available water, deteriorates 
its facilities and equipment. Successful 
and efficient operation of the coal com- 
pany was said to be vitally essential to 
the community. The evidence failed to 
disprove, however, even in this particular 
instance and with the special importance 
of the industry in the community, that 
water for domestic uses is of greater im- 
portance and that domestic consumers 
should have first call upon the potable 
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public water supply for their own use. 

Although the company appeared to 
lack financial ability, the commission said 
that a plea of poverty could not relieve 
the utility of its obligations to provide 
adequate service for the use of the pub- 
lic. 

The company, it was said, should see 
to it, among other things: (1) that wells 
are operated to the greatest possible ca- 
pacity whenever the gravity sources are 
not full to overflowing, (2) that leakage 
and waste of water is reduced as far as 
reasonably possible, (3) that in any in- 
stance of large or excessive use of water 
its service shall be on a meter-rate basis, 
and (4) that collections are made 
promptly in order to provide necessary 
funds for proper operation. 

The commission ordered the company 
to meter water furnished to the coal 
company and charge on that basis. A 
plan of operation under which the coal 
company maintained the company’s well 
supply and pumping facilities and fur- 
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nished the electric power and labor to 
operate the pumps, while obtaining water 
for a nominal flat rate charge of $20 per 


e 


month, was disapproved. Blacklick et al, 
v. Marie Water Co. (Complaint Docket 
No. 13471). 


| 


Commission Requests Restriction of Telephone 
Conversations 


= cooperation of all telephone sub- 
scribers in improving telephone 
service has been requested by the Utah 
commission. This will require two 
things: (1) restrict telephone calls to 
essential ones; (2) strictly limit each 
conversation to a brief period of time. 
The commission says that if subscribers 
fail to codperate, the commission will take 
appropriate disciplinary action and exer- 
cise its regulatory powers. 

Exchange service, particularly party- 
line service, said the commission, has 
reached a low ebb in Utah. This situ- 
ation is due largely to the all-out war ef- 
fort. The concentration of army units 
and defense plants in the state has cre- 
ated an unprecedented demand for es- 
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sential telephone service. The commis- 
sion, describing the situation, said in part 
as follows: 


There are more than 70,000 telephone sta- 
tions within the state of Utah, and more 
than half of these are located in Salt Lake 
City. Over two-thirds of them are on party 
lines which vitally affect the use of the en- 
tire system. The chief cause of the existing 
bad service is excessive use of party lines 
by individuals carrying on long social con- 
versations or visiting over the telephone. 
The telephone company cannot improve the 
telephone service in this kind of a situation, 
because it cannot get materials to extend 
individual line service. Such materials are 
needed to win the war. The responsibility 
rests largely upon the telephone customers, 


Re Improving War-time Telephone 
Service (Investigation Docket No. 39). 


Depreciation Reserve of Municipal Plant 
Distinguished from Company Reserve 


MUNICIPALITY operating an electric 

plant, although required by a court 
decree to charge rates sufficient to cover 
cost of operation and maintenance, in- 
terest payments, bond retirements, and an 
annual reserve for depreciation, is not 
required to build up a depreciation re- 
serve equaling the replacement cost of 
the plant and system at the end of its 
life. This ruling was made in a decision 
by the supreme court of Michigan in a 
controversy between taxpayers and the 
management of a municipal plant. 

The basic difference in the nature, 
ownership, and purpose of a municipally 
owned utility and a privately owned 
utility was pointed out. A privately 
owned utility is created and operated 
primarily for the purpose of profit for 
the shareholder. It is expected to earn a 
return on the investment and to pay its 


indebtedness and keep the corpus of the 
investment intact by building up a re- 
serve for depreciation equaling replace- 
ment cost. A municipally owned utility, 
on the other hand, is built and operated 
not for a corporate profit but for the 
purpose of providing services at cost to 
citizens who are generally identical with 
the customers. 
The court continued as follows: 
For a municipally owned light plant to 
charge rates which will, in addition to the 
necessary expenses of construction and op- 
eration, build up a reserve for depreciation 
equaling the replacement cost of the plant, is 
to require the citizens and customers not only 
to pay for construction of their own utility 
but also to provide the capital for the con- 
struction of a new plant to serve future 
users. 


The trust mortgage securing the bond 
issues and the earlier court decree re- 
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quiring adequate rates were interpreted 
as requiring the municipality to charge 
rates sufficient to set up a reserve for 
depreciation to meet ordinary contingen- 
cies and emergencies. 

Controversy had also developed con- 
cerning an increase in street-lighting 
rates alleged to result in an improper in- 
vasion of general funds of the munici- 
pality, but the court held that it was not 
an unlawful invasion of the general fund 
to increase the charge for street lighting 
in view of increased service rendered. It 


was noted that the cost of producing cur- 
rent for street lighting is considerably 
more than the cost of producing current 
for other consumers. 

The question whether there was dis- 
crimination in favor of an industrial 
user and whether the operators of the 
plant improperly misrepresented the fi- 
nancial condition of the plant was also 
determined adversely to the taxpayer 
complainants. Wolgamood et al. v. Vil- 
loge of Constantine et al. 4 NW(2d) 
697. 
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Street Railway Abandonment Permitted 


ELEASE of scrap copper and steel to 
R assist in overcoming the present na- 
tional deficiencies in these essential war 
materials, together with other reasons, in- 
duced the Pennsylvania commission to 
approve abandonment of a portion of 
street railway lines over an objection by 
Commissioner Buchanan that abandon- 
ment would be in opposition to the na- 
tional policy opposing such abandon- 
ments and without discussing the matter 
with Federal authorities relative to their 
wishes in view of the war effort. 

The line had been operated at a loss 
for many years and the track had been 
retained primarily for freight operations. 
This operation was discontinued last 
year. Paving and track were practically 
worn out and required replacement at a 
large cost. Passenger service was lightly 
patronized. A 4-main-track railroad sys- 


tem paralleled the line. The tracks were 
not presently in a safe condition for op- 
eration of passenger-carrying equipment. 
Accordingly, said the commission : 


We are of the opinion that it would not be 
in the public interest to require an impru- 
dent expenditure of the funds of the electric 
railways company to rehabilitate this track. 
Further, material is not available for its re- 
construction nor would it be practical to 
terminate this electric street railway line at 
the eastern borough limit. 

We are further of the opinion that on ac- 
count of the difference in the gauge of this 
track and that of the steam railroad line, 
the track is of no strategic importance and 
that the immediate release of an estimated 
10,000 pounds of scrap copper and 728 tons 
of steel will assist in overcoming the pres- 
ent national deficiencies in these essential 
war materials. 


Re West Penn Railways Co. (Applica- 
tion Docket No. 61340). 
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Handset Differential and Multiparty Service 
Disapproved 


EVISED rates for optional common 
battery service were authorized by 

the Wisconsin commission to provide a 
community with a schedule of rates com- 
parable to rates approved by the com- 
mission in recent months for similar 
services in similar communities. This 
would eliminate unreasonable discrimi- 
nation as between communities and pro- 
vide a schedule conforming with modern 
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practices. A handset differential was dis- 
approved with the statement quoted be- 
low: 


The differential for handset use may be 
justified under such circumstances as (1) 
where the local service rates are below gen- 
erally accepted standards, or (2) where the 
service i smagneto requiring the dispropor- 
tionately expensive magneto handset instru- 
ment. However, where the service is com- 
mon battery and the general level of rates 
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is reasonably comparable to the generally 
accepted standards, little justification of a 
handset differential can be found. 


Multiparty service within a base rate 
area, said the commission, has little eco- 


nomic justification. Four-party line serv- 
ice, it was said, could be offered at a rate 
comparable to the rate for such multi- 
party line service. Re Home Telephone 
Co. of Grass Lake (T-150-42.1). 


& 


Rate Increase Granted Municipal Plant 


IGHER rates for the city of Bara- 

boo, operating a public water 
utility, were authorized by the Wiscon- 
sin commission. The proposed increase 
would yield a return of approximately 
3.8 per cent on the rate base. The com- 
mission thought that the increase did not 
fall within the prohibition in respect of 
rate increases during war, set forth in 
Re Wisconsin Teleph. Co. (Wis 1942) 
43 PUR(NS) 193, for the following 
reasons : 


1. The increase in rate of return based 


e 


upon a normal water year is slight and 
probably will not materialize because of 
anticipated increases in expenses. 

2. Most of the increassed revenues are 
derived from the city itself, and the re- 
maining amount is derived from the elim- 
ination of discrimir.atory features of exist- 
ing schedules. 


3. The increase in the use of service and 
plant protection required as a result of the 
proximity of the Badger Ordnance Works 
make it imperative that the utility be in a 
financial condition so as to meet any emer- 
gency conditions. 


Re City of Baraboo (2-U-1817). 


Other Important Rulings 


A electric customer was held by the 
supreme court of Texas to be en- 
titled to recover damages for discrimina- 
tion where other electric consumers sim- 
ilarly situated were charged a different 
rate and were metered by a different 
method. Texas Power & Light Co. v. 
Doering Hotel Co. 162 SW (2d) 938. 


The principle that a public utility 
should not be permitted to charge an item 
to operating expenses and later charge 
it to fixed capital was applied by the New 
York commission. Re Wellsville (Case 
No. 9511). 


An order of the commission approv- 
ing an amendment of a contract carrier 
permit so as to allow transportation for 
additional stores was sustained by the 
Pennsylvania Superior Court, which 
held that the carrier was a contract car- 
rier and entitled to furnish service for 
certain specialty shops selling the same 


general type of merchandise and having 
the same type of customer clientele as 
corresponding departments in stores for 
which the carrier furnished service. 
Merchants Parcel Delivery, Inc. v. Pub- 
lic Utility Commission. 


Operation of a particular service at a 
loss does not justify discontinuance 
when public necessity and convenience 
require continuation and the property as 
a whole is operated at a profit, according 
to the Pennsylvania commission. Re Bes- 
semer & Lake Erie Railroad Co. (Ap- 
plication Docket No. 60798). 


A private carrier, according to the 
Colorado commission, may not transfer 
the authority contained in a permit 
which has been consolidated with other 
permits without simultaneously trans- 
ferring the authority contained in such 
other permits. Re Hill (Application No. 
2950-PP-BA-A, Decision No. 19296). 


Nore.—The cases above referred to, where decided by courts or regulatory commissions, will 
be published in full or abstracted in Public Utilities Reports. 
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INDIANA PUBLIC SERVICE COMMISSION 


Re Providence Telephone Company 


[No. 15744.] 


Rates, § 143 — Reasonableness — Cost of service. 
1. Increased telephone rates should be authorized when present rates are 
insufficient to provide sufficient revenues to enable a company to render 
adequate service, pay operating and maintenance expenses, taxes, deprecia- 
tion, and interest on, and the retirement of, indebtedness, p. 258. 

Service, § 294 — Maintenance of instruments — Telephones. 
2. A telephone company, in order to render adequate and efficient service, 
should control and be fully responsible for the maintenance and repair of all 
facilities used by it in rendering service instead of permitting subscribers to 
maintain their own instruments, p. 258. 


Service, § 298 — Rental of telephone instruments. 


3. A telephone company should discontinue its policy of allowing a rental 
charge to subscribers owning their own instruments and in lieu thereof 
should assume maintenance of such instruments or replace them with its 
own where necessary or requested to do so by the subscriber, p. 258. 


[July 8, 1942.] 


= by telephone company for rate increase; granted. 


the Public Service Commission is as 
follows: $1.50 per month per phone 


APPEARANCES: Carleton Shuck, 
Attorney, Franklin, for petitioner ; 


Howard T. Batman, Public Counse- 
lor, Indianapolis, for the public; 
none, for the protestants. 

By the Commiss1on—Rinehart, 
Examiner: On June 8, 1942, peti- 
tioner, the Providence Telephone 
Company, filed its verified petition, 
which omitting caption and signature 
teads as follows: 

“Petitioner herein, Providence 
Telephone Company of Providence, 
Indiana, would most respectfully rep- 
resent to this honorable body that the 
present service charge to its telephone 
patrons as shown by tariff on file with 
[17] 
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with a 25 cents per month rental cred- 
it to any patron who owns and main- 
tains his own phone. 

“The petitioner herein would fur- 
ther represent that existing revenues 
from its facilities are not sufficient to 
pay current operating costs; that un- 
der the existing tariff it is impossible 
for petitioner to accumulate any funds 
for the improvement of its telephone 
system; that the cost of operation and 
maintenance of its system have in- 
creased within the past few months. 

“Tt is further represented by peti- 
tioner herein that it has no surplus, 
no working balance and no deprecia- 
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tion account; that all revenues are ex- 
pended upon the operation and main- 
tenance of its telephone system; 

“That in order to continue in oper- 
ation and to render efficient service pe- 
titioner’s revenues must be increased 
by a change in the monthly charge 
to its patrons; that petitioner believes 
that a fair rate to its subscribers and 
one that would permit petitioner to 
continue in operation and render ef- 
ficient service would be as follows; 
$1.75 per month for each phone in 
operation. 

“Wherefore petitioner prays that 
the existing tariff be changed and that 
it be granted an order to charge each 
of its patrons the sum of $1.75 per 
month for each phone.” 

Thereafter pursuant to notice given 
as required by law public hearing in 
the matter was held in the rooms of 
the Commission, 401 State House, In- 
dianapolis, Indiana, at 10 a. m., Tues- 
day, June 30, 1942, with appearances 
as above noted. 

The evidence shows that petitioner 
operates a telephone system in and 
about the town of Providence, John- 
son county, Indiana, and as of June 
30, 1942, was serving 158 subscrib- 
ers; that all subscribers were party- 
line subscribers, each paying the rate 
of $1.50 per month, with 106 of the 
subscribers receiving credit of 25 cents 
per month by reason of owning their 
own instruments; that petitioner is a 
stock company but does not attempt to 
operate at a profit to its stockholders; 
that since November of 1941 petition- 
er has been required to twice increase 
wages paid to its operating and main- 
tenance personnel. 

The evidence further shows that 
petitioner finished the year 1941 with- 
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out working capital and was forced to 
borrow $350, giving its note to se. 
ture same in order to obtain funds for 
working capital and as of June 30, 
1942, had outstanding indebtedness of 
$466.85. 

The evidence further shows that 
the monthly rental charge of 25 cents 
allowed to subscribers owning their 
own instruments was predicated on the 
prompt and adequate maintenance of 
such instruments at their expense; 
that petitioner frequently has difficul- 
ty in furnishing service to other par- 
ties on the same line due to trouble 
developing in such instruments and is 
placed at unnecessary expense in trac- 
ing and isolating the trouble; that in 
many cases such instruments are many 
years old and are no longer capable of 
furnishing good service ; that if grant- 
ed the increase in rate sought peti- 
tioner will at its own expense main- 
tain those instruments owned by sub- 
scribers or if necessary replace the 
same. 

[1] The Commission after having 
considered the evidence and being duly 
advised in the premises finds that the 
present rate is insufficient to provide 
revenues to enable petitioner to render 
adequate service, pay operating and 
maintenance expenses, taxes, depre- 
ciation, interest on, and the retirement 
of, indebtedness; that the proposed 
rate is reasonable and just and as such 
should be approved and it will be so 
ordered. 

[2, 3] The Commission further 
finds that petitioner in order to render 
adequate and efficient service should 
control and be fully responsible for 
the maintenance and repair of all facil- 
ities used by it in rendering service; 
that its former policy of allowing 4 
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RE PROVIDENCE TELEPHONE CO. 


25 cents per month rental charge to 
subscribers owning their own instru- 
ments should be discontinued and in 
lieu thereof petitoner should assume 
the maintenance of such instruments or 
replace same with its own instruments 
where necessary or requested to so do 
by the subscriber and it will be so or- 
dered. 

It is therefore ordered by the Pub- 
lic Service Commission of Indiana 
that the Providence Telephone Com- 
pany be and it is hereby authorized 
and directed to charge the following 
rate effective August 1, 1942, and un- 
til further ordered by the Commission: 


Party Line Service $1.75 per month. 


It is further ordered that petitioner 
discontinue its former practice of al- 
lowing as a credit to those subscribers 
owning and maintaining their own 
instruments a monthly rental charge 


of 25 cents per month; that in lieu 
thereof petitioner assume the mainte- 
nance of such instruments or replace 
same with instruments of its own 
where necessary or requested. 

It is further ordered that any rate 
or rates in conflict herewith be and 
the same are hereby canceled concur- 
rently with the effective date of the 
rate hereby authorized. 

It is further ordered that petitioner 
file with this Commission, in accord- 
ance with the rules of the Commis- 
sion governing the construction and 
filing of rate schedules, on or before 
August 1, 1942, the rate herein au- 
thorized. 

It is further ordered that petitioner 
pay into the treasury of the state of 
Indiana, through the secretary of this 
Commission, the sum of $13.73, the 
same being cost of publication of legal 
notice given in this cause. 





PENNSYLVANIA PUBLIC UTILITY COMMISSION 


Re Pennsylvania Power Company 


[Application Docket No. 61417.] 


Service, § 324 — Electricity — Voltage variation — Rule during war time. 
1, Rules and regulations authorizing a maximum voltage variation of 5 
per cent, plus or minus, for electric lighting and a variation of 10 per cent, 
plus or minus, for power should be modified to permit a variation of 10 
per cent for lighting and 15 per cent for power when a war emergency 
and regulations of Federal agencies relating to the use of materials make 
such relaxation of the rules proper, p. 260. 


Service, § 284 — Electric meter testing — Rule under war conditions. 
2. A regulation requiring the testing of electric meters at intervals rang- 
ing from twenty-four months to sixty months, according to capacity and 
date of manufacture, should not be modified so as to permit testing but 
once in ten years, but should be waived for a reasonable period, when 
under war conditions frequent meter testing imposes a hardship because 
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of the required man power and use of motor equipment, with resulting wear 
and tear on rubber tires and consumption of large quantities of liquid fuel, 


p. 260. 


(BucHANAN, Commissioner, dissents.) 
[July 8, 1942.] 


PPLICATION for relief from regulations governing voltage 
A variations and frequency of periodic meter tests under war 
conditions; granted in modified form. 


By the Commission: This matter 
is before us upon petition of Pennsyl- 
vania Power Company, filed May 1, 
1942. The prayer of the petition is 
that, during the period of the war 
emergency (1) the existing regula- 
tions of the Commission with respect 
to standard service voltage be so modi- 
fied as to authorize a variation in volt- 
age for lighting service of 10 per cent 
plus or minus and for power service 
of 15 per cent plus or minus and (2) 
that the existing regulation of the 
Commission with respect to the test- 
ing of meters be so modified as not to 
require periodic tests of 2-or-3-wire 
single-phase, induction-type meters 
without regard to the date of manu- 
facture and which are now in service 
more frequently than once in ten years. 

[1, 2] In support of the prayer, 
the petitioner avers that conditions 
created by the war emergency and reg- 
ulations of Federal agencies makes it 
difficult and in some instances impos- 
sible for the petitioner to comply in all 
respects with the regulations of the 
Commission now in force; that copper 
is extremely difficult to obtain except 
on high priority ratings, with the re- 
sult that adequate service in accord- 
ance with Commission regulations can- 
not always be secured; that substitute 
material such as iron is only of tem- 
porary value depending upon the loca- 
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tion where installed; that it has poor 
conductivity. and that likewise iron is 
not always available being also sub- 
ject to high priority rating. Further, 
petitioner avers that the Commission 
regulation with meter testing imposes 
a hardship upon the petitioner because 
of the man power required; that these 
regulations require the use of motor 
equipment, much wear and tear on 
rubber tires and the consumption of 
large quantities of liquid fuel. 

Revised Circular No. 10-A, Rules 
and Regulations Pertaining to Electric 
Utilities, adopted by us on June 19, 
1939, require, for lighting, a maxi- 
mum variation of 5 per cent plus or 
minus of the standard service voltage 
furnished by electric utilities in Penn- 
sylvania, this variation not to obtain 
for a period longer than one minute at 
any one time, and with respect to pow- 
er, the circular provides for a varia- 
tion of 10 per cent plus or minus of 
the standard service voltage, not to 
occur for a period longer than one 
minute in each instance. We are con- 
strained to grant petitioner’s prayer to 
modify the standard so as to permit 
a 10 per cent variation in service volt- 
age, plus or minus, for lighting and 
15 per cent correspondingly for power, 
and will so order. 

Under the provisions of Revised 
Circular No. 10-A, 2-and 3-wire sin- 
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gle-phase induction type meters up to 
25-ampere capacity and manufactured 
prior to January 1, 1925, are required 
to be tested once every thirty-six 
months, and meters of the same type 
and capacity manufactured since De- 
cember 31, 1924, are to be tested once 
every sixty months. Likewise, the cir- 
cular requires this type of meter of 
more than 25-ampere capacity to be 
tested once every twenty-four months. 
These two classes of types of meters 
used for domestic and smaller com- 
mercial consumers comprise by far the 
larger proportion of the total meters 
in use by the petitioner. By its prayer, 
petitioner would have us modify 
these regulations so as to permit a 
testing of these meters but once in 
ten years. Such a modification does 
not appear in the public interest. 

The importance of accuracy of elec- 
tric meters cannot be overemphasized 
as it forms the basis of charge for 
services rendered by the utility. How- 
ever, it appears necessary to grant pe- 
titioner some relief at this time and in 
lieu of that sought for by petitioner, 
we will waive the requirements of Cir- 
cular No. 10-A for testing meters of 
the above-described types of meters 
for the period ending June 30, 1944, 
these provisions again becoming ef- 
fective on July 1, 1944, giving consid- 
eration to the period during which the 
provisions were waived. 

Full consideration of the matters in- 
volved having been had, we find and 
determine that the prayer of petition 
with respect to voltage regulation be 
granted for the period ending June 
30, 1944, and that the prayer of the 
petition with respect to meter testing 
should be denied but that in lieu there- 
of, relief should be granted as herein- 


261 


before described for the period ending 
June 30, 1944; therefore, 

Now, to wit, July 8, 1942, it is or- 
dered: 

1. That with respect to Pennsyl- 
vania Power Company, Rule II, (1) 
and (2) of Revised Circular No. 
10-A, Rules and Regulations Pertain- 
ing to Electric Utilities, adopted June 
19, 1939, be and are hereby modified 
to read as follows: 

1. For service rendered under a 
lighting contract or primarily for 
lighting purposes between sunset and 
11 Pp. M., it shall not exceed 10 per 
cent, plus or minus, of the adopted 
standard service voltage or a total 
variation from minimum to maxi- 
mum of not exceeding 16 per cent, 
for that locality for a longer period 
than one minute at each instance, and 
not to exceed 20 per cent, at any other 
time during which service is supplied. 

2. For service rendered under a 
power contract or primarily for pow- 
er purposes, it shall not exceed 15 per 
cent, plus or minus, of the standard 
service voltage for that locality for a 
longer period than one minute in each 
instance ; provided, that a utility may, 
if satisfactory to and approved by the 
Commission, furnish service under 
conditions of greater voltage varia- 
tions, (a) upon filing with the Com- 
mission a copy of all existing contracts 
containing a provision for service with 
such greater variations of voltage, and 
(b) upon filing with the Commission 
a copy of all contracts made hereafter 
which contemplate service under con- 
ditions of greater voltage variations, 
and which shall in each case hence- 
forth contain a clause stating the prob- 
able variations in voltage that will oc- 
cur in the service rendered under such 
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contract, and provided further, that 
such greater variations in the voltage 
shall not result in unreasonable dis® 
crimination in favor of or against any 
consumer. Variations of voltage in 
excess of those specified, caused by the 
operations of the consumer’s facilities 
in violation of his contract or the rules 
of the utility, or from causes beyond 
the control of the utility shall not be 
considered a violation of this rule. 

2. That the foregoing modification 
remain in full force and effect from 
the date of this order to June 30, 1944, 
unless otherwise modified by us. 

3. That, with respect to Pennsyl- 
vania Power Company, the provisions 
of Pars. XVI(c) and XVI(d) with 
respect to the testing of 2- and 3-wire 
single-phase induction-type meters, as 
contained in Revised Circular No. 10- 
A, Rules and Regulations Pertaining 
to Electric Utilities, adopted June 19, 
1939, be and are hereby waived for 
the period from the date of this order 
to June 30, 1944, unless modified by 
further order of this Commission. 

4. That on July 1, 1944, the pro- 
visions of Pars. XVI(c) and XVI(d) 
shall again become effective, giving 
consideration to the period during 
which they were waived. 


Commissioner Buchanan files a dis- 
senting opinion. 


BucHANAN, Commissioner, dis- 
senting: Blaming “conditions creat- 
ed by the War Emergency” and the 
“regulations promulgated by govern- 
ment agencies authorized by Con- 
gress,” Pennsylvania Power Com- 
pany, serving all of Lawrence and por- 
tions of Allegheny, Beaver, Butler, 
and Mercer counties, has filed a peti- 
tion with the Pennsylvania Public 
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Utility Commission asking for modi. 
fications of Commission rules and reg- 
ulations relating to voltage variations 
for both light and power but which ac. 
tually result in rate increases. 

The petition specifically alleges in 
Par. 3: “Your petitioner is informed 
that recent governmental regulations 
provide that copper may not be used 
by electric public utilities unless volt 
age is so low as to adversely affect 
the operation of motors.” 

The effect of granting the petition 
will be to bring about the very thing 
which the government desires to pre- 
vent, that is, low voltages which will 
require the use of additional copper. 

The United States Bureau of Stand- 
ards of the Department of Commerce 
at Washington, D. C., promulgated a 
standard of voltages below which ef- 
ficiency of lighting and operation of 
motors would be adversely affected. 
Similar standards have been adopted 
for both light and power by nineteen 
state Commissions. It is significant 
that the proposal of Pennsylvania 
Power Company is lower than the 
standards fixed by the nineteen state 
Commissions and much lower than 
standards fixed by thirteen of the 
group. 

In substance, the standards of the 
Pennsylvania Commission provides 
for voltage variation for lighting in 
homes and other places not exceeding 
5 per cent plus or minus of standard 
service voltage for a period no longer 
than one minute in each instance. The 
proposal of the Pennsylvania Power 
Company provides for a variation of 
10 per cent plus or minus of the stand- 
ard service voltage for a_ similar 
period. 

The effect of voltage variation on 
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candle power of lamps is significant 
in view of this proposal. Based upon 
the effect on candle power of voltage 
deficiency, it is noted that to secure 
the same intensity of light in the home 
when using lamps made for use on a 
120-volt system, if the service voltage 
falls to 114, or 5 per cent below the 
standard lamp voltage, the candle pow- 
er is reduced to 82.8 per cent. If the 
voltage falls 9 per cent below lamp 
voltage, or to 109, the candle power 
falls to 72 per cent of the candle power 
that would be produced if burned on 
the standard lamp voltage; or, stated 
another way, approximately three 
lamps would be required at this lower 
voltage to produce the same intensity 
of light as would be secured by the use 
of two lamps burning at the standard 
lamp voltage. Relating that condition 
to the company meter, tt would imme- 
diately reflect additional electric con- 
sumption which means an increased 
electric bill to the consumer and like- 
wise more money to Pennsylvania 
Power Company. 

The standard also provides for volt- 
age variation for power not exceeding 
10 per cent plus or minus of standard 
service voltage no longer than one 
minute in each instance. The proposal 
in the petition is to increase the varia- 
tion to 15 per cent plus or minus. 

The effect of voltage variation on 
power developed by motors is likewise 
significant. Based upon the effect on 
the power developed by motors from 
variation in voltage, it is noted that 
to secure the same pull or driving 
power when the voltage supply is 10 
per cent below the motor voltage with 
a consequent loss in power of 27.5 per 
cent would require a motor of 38 per 
tent capacity rating. 
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Low voltage tends to produce heat- 
ing but it is true that with motors in- 
stalled with proper fusing, automatic 
cutouts, or low-voltage releases, as 
provided by underwriters’ rules and 
also in compliance with the company’s 
rules and regulations, are protected to 
some extent against burn outs, but 
those rules are in turn based upon 
the U. S. Bureau of Standards’ rules 
which are now being discarded. 

Perhaps burned-out motors will not 
harm the war effort but I would guess 
otherwise, yet this can be the result 
of the lowered standards. 

The president of the Pennsylvania 
Power Company is likewise the presi- 
dent of Pennsylvania Electric Asso- 
ciation. As such, he is cognizant of 


matters presented to the Commission 
by both company and association. The 
Commission in a cooperative spirit 


with the association, has attempted to 
work out solutions to problems of the 
electric utilities created by the war 
emergency. 

On June 25th, the Commission re- 
ceived advice from the association that 
the scarcity of equipment and mate- 
rials essential to the power industry 
rendered it necessary that the War 
Production Board should have an ac- 
curate inventory of such essential 
equipment and materials on hand with 
each and every power company for the 
purpose of transferring, at the direc- 
tion of the War Production Board, 
sueh equipment and materials to that 
company where the need might be 
greatest. The Commission is work- 
ing out a procedure to accomplish 
such transfer of materials with the ut- 
most celerity between Pennsylvania 
public utilities and others. The ef- 
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fect of this would be such that if there 
should be a shortage of copper in 
Pennsylvania Power Company terri- 
tory, a pool of copper held by other 
Pennsylvania companies would be 
forthwith available to Pennsylvania 
Power Company. This fact is known 
to Pennsylvania Power Company. 
The question now arises, what are 
conditions in the Pennsylvania Power 
Company territory? Pennsylvania 
Power Company has one generating 
station with a rated capacity of 40,000 
kilowatts. Its present peak demands 
are almost double this capacity. De- 
spite the very real deficiency in Penn- 
sylvania Power Company’s generating 
capacity, Commonwealth and South- 
ern, the holding company, is erecting 
across the state line in Ohio two new 
40,000-kilowatt generating units and 
none in Pennsylvania. Therefore, 


Pennsylvania Power must rely upon 
an interconnection with its affiliate 
Ohio Edison Company through which 
the excess energy will be provided un- 


der an interchange contract. An ex- 
amination of the agreement indicates 
conclusively to me that it is so favor- 
able to Ohio Edison and ‘through it 
Commonwealth and Southern, the 
holding company, that the Pennsyl- 
vania consumers on the Pennsylvania 
Power Company’s lines are paying 
or contributing unjustly to the Ohio 
consumers and Commonwealth and 
Southern through an excessive charge 
under that interchange contract. Such 
a condition, in view of the present 
application which likewise increases 
consumer bills is repulsive. 

For the year 1941 Pennsylvania 
Power Company purchased from Ohio 
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Edison Company 115,111,827 kilo. 
watts for which it paid: 

30,000 kilowatt-demand charge .. 

Excess demand charge 


Energy charge 
Coal price adjustment 


an average of $0.0084 per kilowatt 
hours. 

Pennsylvania Power Company sold 
to five power consumers under its filed 
Schedule “41” 149,842,390 kilowatt 
hours for $1,018,666, an average of 
$0.0068. 

If the 149,842,390 kilowatt hours 
was sold by Pennsylvania Power Com- 
pany to these five consumers at an av- 
erage rate of $0.0068 and 115.111, 
827 kilowatt hours was _ purchased 
from Ohio Edison Company at the 
rate of $0.0084, the loss to Pennsyl- 
vania Power Company on the pur- 
chased energy would be $184,178.92. 

Pennsylvania Power Company in 
1941 sold a total of 358,030,902 kilo- 
watt hours. Of this amount it pur- 
chased 115,111,827 kilowatt hours or 
32 per cent, at $0.0084 and sold 149, 
842,390 kilowatt hours, or 41 per cent 
of total sold at $0.0068. 

In 1941 either the rate to the five 
power consumers was too low or the 
rate paid Ohio Edison was too high. 
On the basis of rate comparisons with 
other electric companies operating in 
Pennsylvania the rate charged the 
power consumers is not too low. 
Therefore, the rate paid to Ohio Edi- 
son is too high. In any event, other 
consumers of Pennsylvania Power 
Company paid the excess totaling 
$184,178.92. 

That portion of the application 
which seeks relief from periodic meter 
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testing is equally unreasonable and 
would be beneficial to the company and 
detrimental to the consumer by way 
of increased bills. 

It is recognized that because of the 
present relationship through the com- 
mon presidency of Pennsylvania Pow- 
er Company and Pennsylvania Elec- 
tric Association, the former will be 
the “guinea pig” for theories and 
ideas of the latter. There can be no 
objection to that where standards of 
service and safety are improved, but 
when it becomes a device to surrepti- 
tiously increase rates or avoid liability 
in lawsuit, then suspicion is cast on 
all such proposals and an otherwise 
progressive relationship between the 
association and the Commission is de- 
stroyed. 


No notice has been given to the 
public of this petition and no oppor- 
tunity afforded it to be heard. It is 
my opinion that the matter should be 
set down ex parte for hearing in New 
Castle, Lawrence county; Sharon, 
Mercer county, or Butler, Butler coun- 
ty, and opportunity for objection af- 
forded and a record made. Otherwise 
it should be dismissed. 

The real intent of the application is 
to increase rates to domestic and pow- 
er consumers through the subterfuge 
of war emergency and Federal regula- 
tions. Such use of the National crisis 
to swell company revenues is subject 
to severe criticism. 

For these reasons, the application of 
the Pennsylvania Power Company 
should be denied. 





NEW YORK DEPARTMENT OF PUBLIC SERVICE, STATE 
DIVISION, PUBLIC SERVICE COMMISSION 


Re New York Telephone Company 


[Case 10552.] 


Service, § 107 — Commission jurisdiction — Leasing of telephone wires. 
1. The Commission has jurisdiction over the reasonableness and legality of 
tariff provisions controlling a telephone company’s practice of leasing wires 
and the power and authority to require the company to change or modify 
illegal tariff provisions governing such leasing of wires to be used for the 
purpose of affording telephonic communication for hire, p. 268. 


Service, § 450.1 — Telephones —Leasing of wires — Reasonablenss of regula- 


tions. 


2. Tariffs, regulations, and practices of a telephone company governing the 
leasing of wires for the purpose of connecting private telephone systems 
or stations are not unjust or unreasonable although they deny leased lines 
for use in connection with private telephone systems and equipment not fur- 
nished by the company or for use in competition with any form of service 
rendered by the company or its associated companies, p. 268. 


Discrimination, § 232 — Telephone service — Leased wires — Private systems. 
3. Tariffs, regulations, and practices of a telephone company governing the 
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leasing of wires for the purpose of connecting private telephone systems or 
stations, but denying leased wires to private telephone systems and equip. 
ment not furnished by the company or for use in competition with any 
form of service rendered by the company or its associated companies, are 
not unjustly discriminatory, although the company leases its wires for many 
other purposes, such as brokers’ systems; teletypewriter and Morse use: 
program transmission; remote control of radio, telephone, and telegraph 
stations; signaling; entrance channels for communication companies; tele. 
photo transmission; facsimile and television transmission; telegraph com- 
pany circuits; juke boxes; military reservations; railroad circuits; power 
company circuits ; service lines; service to fire towers; ship telephone sery- 
ice ; and municipal departments, p. 268. 


(Mattsie, Chairman, dissents.) 
[July 9, 1942.] 


ROCEEDING on motion of Commission as to provisions of 

tariff schedules governing leasing of telephone wires between 

intercommunicating systems and practices of the company in in- 

stalling and maintaining intercommunicating systems; proceed- 
ing terminated. 


¥ 


APPPEARANCES: Gay H. Brown, 
Counsel (by John T. Ryan, Assistant 
Counsel), for the Public Service Com- 
mission; Edward L. Blackman, New 
York city, Trial Counsel, for the New 
York Telephone Company; Ralph W. 
Brown, New York city, General At- 
torney, and John H. Machan, Attor- 
ney, for the New York Telephone 
Company; W. C. Chanler, Corpora- 
tion Counsel (by Harry Hertzoff, As- 
sistant Corporation Counsel), New 
York city, for the city of New York; 
Clarence A. McKee, New York city, 
for the McKee Electric Company; V. 
B. Corliss, New York city, for V. B. 
Corliss and Associates, Inc. 


Van NAMEE, Commissioner: This 
proceeding was initiated on motion of 
the Commission for the purpose of 
investigating the practices and regula- 
tions of the New York Telephone 
Company in leasing or failing to lease 
wires for the purpose of connecting 
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privately owned and installed commr- 
nication systems and the practices of 
the company in itself installing and 
maintaining such systems. The pri- 
vate telephone systems and leased tele- 
phone wires involved in this proceed- 
ing are not connected to the general 
exchange system of the company. 
Many business organizations locat- 
ed in this state have in the past found 
it desirable to install on their premises 
telephone systems to be used solely for 
communicating between points on the 
same premises. A number of such 
systems have been installed by private 
contractors and are not owned of 
maintained by the telephone company. 
The telephone company has consistent: 
ly refused to lease wires owned by it 
for the purpose of connecting such 
privately owned and installed commt- 
nication systems with telephones at 
other locations. The record in the 
present proceeding deals mainly with 
the propriety of such refusal on the 
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part of the company, although some 
evidence was also received in the pro- 
ceeding with respect to the practices 
of the telephone company in itself in- 
stalling equipment not connected to its 
general exchange system but used 
solely for telephonic communication 
between points on given premises. 

The record in this proceeding in- 
cludes all of the testimony and ex- 
hibits taken in Case 10426. That pro- 
ceeding was had following the receipt 
of a complaint from McKee Electric 
Company against the practice of the 
telephone company of refusing to 
lease circuits for connections between 
privately owned intercommunicating 
systems and telephones at other loca- 
tions. Said complaint also alleged 
that the telephone company by instal- 
ling intercommunicating systems not 
connected with its general telephone 
plant is engaging in unfair competi- 
tion with private installers of such 
equipment. The telephone company 
at the hearing held in that proceed- 
ing claimed that the Commission was 
without jurisdiction in a complaint 
proceeding to pass upon the reasona- 
bleness of the regulations contained 
i its tariffs for the reason, among 
others, that the complainant was not a 
customer or prospective customer for 
the service which it was alleged had 
been improperly denied and was not 
the authorized representative of any 
such customer. That proceeding was 
discontinued by the Commission and 
the present investigation was institut- 
ed on its own motion. The memoran- 
dum upon which the order discontinu- 
ing the former complaint proceeding 
was based stated that “all of the per- 
tinent testimony and exhibits given 
or presented in Case 10426 will be 
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transferred to Case 10552.” Such 
transfer was effected at the first hear- 
ing held in the present case and op- 
portunity was given in this proceeding 
to the McKee Electric Company to 
submit further evidence with respect 
to its contentions as to the legality and 
reasonableness of the practices it had 
complained against. A decision may 
now be reached on the merits with 
respect to the matters complained 
against without any necessity for pass- 
ing upon the technical objections in- 
terposed by the company regarding 
the right of McKee Electric Company 
to complain against its practices. 

The provisions of the company’s 
tariff which are pertinent to the issues 
to be decided in this proceeding are in- 
cluded in P. S. C—N. Y. —No. 400, 
§ 11, Sheet 6, and P. S. C—N. Y. 
—No. 611 First Revised Sheet 14. 

They provide: 

“Leased lines may be arranged for 
to supplement circuits owned and 
maintained by the subscriber, where 
the circuit owned by the subscriber is 
located on his property or right of way 
as in the case of a railroad, or where 
the subscriber has, under proper state 
or municipal franchise, the right to 
maintain and use such circuits for the 
desired purpose. Leased lines are not 
furnished where they are to be used 
for any public utility service not prop- 
erly authorized by the state or munic- 
ipality affected. 

“Private and leased lines are not 
furnished for use in connection with 
telephone equipment not furnished 
by the company, or for use in competi- 
tion with any form of service rendered 
by the company or its associated com- 
panies.” 

Since the telephone company is re- 
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quired by statute to proceed in accord- 
ance with the provisions of its filed, 
tariffs, the above provisions of the 
company’s tariff must be changed or 
modified if the relief requested by Mc- 
Kee Electric Company is to be afford- 
ed. 

[1] The first question presented is 
one of jurisdiction. The company 
challenges the jurisdiction of the 
Commission to compel it to furnish 
wires for the purpose of connecting 
isolated intercommunicating systems 
which are privately installed, main- 
tained, and owned. 

The Commission is expressly given 
jurisdiction by the Public Service Law 
over corporations owning, leasing, and 
operating telephone lines within the 
state of New York and over persons 
or corporations owning, leasing, or 
operating telephone lines (§ 5, Subd. 
4). The term “telephone line’ in- 
cludes wires and other property oper- 
ated or owned by a telephone corpora- 
tion to facilitate the business of afford- 
ing telephonic communication (§ 2, 
Subd. 17). There can be no denial of 
the fact that the wires which are 
sought to be leased are owned by a 
telephone corporation or that if such 
wires are made available for the pur- 
pose requested that they will be used 
to facilitate the business of affording 
telephonic communication for hire. 
The telephone company has in effect 
recognized that the Commission has 
jurisdiction over the leasing of such 
wires by including regulations in its 
filed tariffs governing their use and 
fixing the rates to be charged for said 
use. This Commission has jurisdic- 
tion over the reasonableness and legal- 
ity of the tariff provisions controlling 
the company’s practice of leasing of 
44 PUR(NS) 


wires, and the power and authority to 
require the telephone company to 
change or modify its tariff provisions 
governing the leasing of wires to be 
used for the purpose of affording tele- 
phonic communication for hire, as- 
suming that existing tariff regulations 
are found to be unjust or unreasona- 
ble or otherwise in violation of the 
provisions of the Public Service Law. 

[2, 3] The existing tariffs of the 
company are attacked on two grounds: 
First, it is claimed that they are un- 
just and unreasonable and, secondly, 
that they are illegal in that they result 
in unjust discrimination. 


Reasonableness of Existing Tariff 
Provisions 


The McKee Company contends that 
the furnishing of facilities for tele- 
phonic communication within the con- 
fines of a building is a private business 
not subject to the jurisdiction of the 
Commission (Chesapeake & PP. 
Teleph. Co. v. Manning [1902] 186 
US 238, 246, 46 L ed 1144, 22S Ct 
881); that the telephone company by 
means of its refusal to provide wires 
to connect privately owned intercom- 
municating equipment installed in dif- 
ferent buildings separated by public 
streets, is unfairly requiring the own- 
ers of such privately owned telephone 
systems to resort to the use of equip- 
ment owned entirely by the telephone 
company and to do this even in cases 
where the owners of the private equip- 
ment may only desire to provide fa- 
cilities affording communication be- 
tween their own employees in offices 
located in different buildings. Such a 
requirement, it is asserted, constitutes 
an unreasonable interference with the 
rights of the owners of private tele- 
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phone systems and has the effect of 
permitting the telephone company to 
use its rights and powers as a public 
utility to unlawfully restrict competi- 
tion between McKee Electric Com- 
pany and others and the telephone 
company in the private business field 
of selling, installing, and maintaining 
telephone equipment for private inter- 
communication use. 

The telephone company contends 
that its present practices are reasona- 
ble and any direction from the Com- 
mission requiring it to furnish wires 
to interconnect privately owned and 
installed isolated intercommunicating 
systems would be contrary to public 
interest in that a great many more per- 
sons would install private systems than 
have them now and the presently in- 
stalled: private systems would be ex- 
panded; that such an increase in the 
number of private systems would re- 
sult in decreasing the number of tele- 
phone stations connected to the com- 
pany’s general exchange system and 
thus diminish the value of telephone 
service generally to all subscribers. 
The further claims were made that 
the substitution of large numbers of 
privately owned telephone systems for 
the present public exchange system of 
the telephone company would present 
serious difficulties in efficient regula- 
tion and control in that a part of the 
service would be subject to Commis- 
sion jurisdiction and another part not; 
that the installation of such private 
systems would result in duplication of 
plant and division of responsibility 
in the event of service interruptions 
which would be uneconomical and in- 
efficient; that such a direction would 
inevitably lead to a demand for the 
issuance of a further requirement that 


the telephone company furnish wires 
to connect not only the systems of the 
same subscribers, but also the systems 
of different subscribers and finally an 
attempt to require the private systems 
to be connected to the telephone com- 
pany’s general exchange plant. These 
results were said to be undesirable and 
unnecessary in that the telephone facil- 
ities which the telephone company it- 
self offers and is prepared to furnish 
to any applicant are in all respects ade- 
quate and sufficiently flexible to meet 
any reasonable requirement and the 
company should not be required to 
lease a part of its telephone plant to 
parties desiring to compete with it in 
affording telephonic communication. 


Discrimination 


The claim made in this proceeding 
that the present practices of the com- 
pany constitute unjust discrimination 
is based upon the fact that the tele- 
phone company refuses to lease its 
wires for the purpose of connecting 
isolated privately owned intercom- 
municating systems and at the same 
time does lease its wires for many 
other purposes. The evidence re- 
ceived establishes that telephone wires 
are regularly leased or rented by the 
company for the following purposes: 

Private lines. These lines are not 
connected to the general exchange sys- 
tem. The wires used and the instru- 
ments attached to them are owned and 
maintained by the telephone company. 
The company does not permit tele- 
phone instruments not owned by it to 
be attached to these lines. There is 
no switching permitted or provided 
for between stations of such a system. 
Communication may be had between 
several stations and a central point but 
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the different stations are not connect- 
ed one with the other. Brokers are. 
said to be the principal users of pri- 
vate line systems. They are used main- 
ly between points where they have a 
great deal of communication. The 
company concedes that these private 
line systems are provided for a “‘tele- 
phone use” although not connected to 
its general exchange system. This 
service is the only service furnished 
other than the regular general ex- 
change service which is conceded by 
the company to be telephone service. 
The services hereinafter described are 
claimed by the company to be nontele- 
phonic in character and are claimed to 
constitute a by-products line to its reg- 
ular business which is the furnishing 
of telephone service. 


Teletypewriter and Morse use. 


Wires are furnished for such uses with 
instruments owned by the telephone 


company and also with instruments 
owned by the customer. The circuits 
leased are said to be spare circuits 
which were primarily designed for 
telephone use. 

Program transmission. The chan- 
nels or wires furnished for this pur- 
pose are used in connection with tele- 
phone broadcasting. In this case the 
wires are used for voice transmission 
or the transmission of music. The 
use of wires for program transmission 
constitutes the second largest use made 
of leased telephone wires. 

Wires for remote control of radio, 
telephone, and telegraph stations. The 
wires leased for these purposes ordi- 
narily run between the customer’s op- 
erating offices in a city and the radio, 
telephone, or telegraph transmitters 
located in suburban sections. They 
are used to turn on or off transmitters 


and for the reading of various instru- 
ments at the transmitter stations. 

Wires used for signaling, with bells 
or gongs. Included in this group are 
those used for operating burglar alarm 
systems, fire alarm, police alarm, 
watchmen service, message call box 
service, and clock service. Trolley 
companies use telephone company cir- 
cuits to indicate the location of their 
cars and circuits are also used for code 
calling systems and outdoor advertis- 
ing sign control systems. 

Entrance channels for communica- 
tion companies. Cable companies such 
as Commercial Cables Co. and All 
America Cables Co., which serve for- 
eign countries, have landings at vari- 
ous points and they lease circuits from 
the telephone company to terminate the 
circuits from these landing points to 
their operating offices in the city. 
Wires are also leased by the Mackay, 
RCA, and Press Wireless radio sys- 
tems for the purpose of carrying mes- 
sages and signals from their radio 
terminals outside the city to their op- 
erating offices in the city. 

Telephoto transmission. Circuits 
are leased by the press for telephoto 
transmission. The wires used are usu- 
ally exchange and toll connections and 
telephotograph equipment owned by 
the customer is connected to same for 
the transmission of pictures. 

Facsimile and television transmis- 
sion. Both of these uses are said to 
be experimental in character. The 
telephone company does not own the 
apparatus connected to its wires and 
used for television or facsimile trans- 
mission. 

Circuits leased to Western Union 
and Postal Telegraph companies. This 
constitutes the largest use made of 
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leased wires owned by the telephone 
company. Circuits are leased by the 
telephone company to the telegraph 
companies and used by the latter in the 
conduct of their telegraph business. 
Such wires are maintained by the tele- 
phone company. 

Juke boxes. The juke box consists 
of a cabinet with a loud speaker, a 
microphone, and a coin-collecting de- 
vice. The cabinet is placed in prem- 
ises such as restaurants or amusement 
centers. Circuits are leased from the 
telephone company leading from such 
premises to a studio. Phonograph 
records are played by operators with- 
in the studio when requested by pa- 
trons of the restaurant or amusement 
center. Such requests are made by 
placing a nickel in the cabinet, which 
throws a signal in the studio. The 
studio operator throws her loud speak- 
er into that connection and then the 


patron of the amusement center can 
speak through a microphone and over 
one pair of wires leading to the studio. 
The operator at the studio hears the 
request and can announce the song se- 
lected over another pair of wires which 
lead to the loud speaker in the cabinet 


at the customer’s premises. Thus 
there is voice transmission over two 
separate channels, one from the cus- 
tomer’s premises to the studio and the 
other from the studio back to the cus- 
tomer. A few juke box systems are 
operated on a single channel basis but 
are said not to be as popular as the 
separate channel system, because 
where there are two channels arrange- 
ments can be made for a second num- 
ber while the first number is being 
played. 

The general practice followed by 
the telephone company is not to lease 
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wires where such wires are to be con- 
nected to equipment not owned by it 
if the wires are to be used for tele- 
phonic communication. The com- 
pany has, however, made certain ex- 
ceptions to this rule. These excep- 
tions may be briefly stated as follows: 
Military reservations. There are a 
number of reservations controlled by 
the War Department such as Gover- 
nors Island, Fort Hamilton, Fort 
Wadsworth, Mitchell Field, Camp Up- 
ton, West Point, Pine Camp, and oth- 
ers, where, under a contract with the 
War Department, the government 
owns the telephone wires and equip- 
ment within the boundaries of the 
reservations. The telephone company 
connects with this installation at the 
boundary. This has been required by 
the government since civilians are not 
permitted to enter many parts of these 
reservations. A similar arrangement 
has been, or is about to be, worked out 
with the Navy Department. 
Railroads. The telephone company 
provides all of the instrumentalities 
and circuits required to furnish the 
railroad general offices and other of- 
fices on the same basis as any other 
subscriber is served. However, un- 
der an agreement which has been 
worked out and which is in use gener- 
ally throughout the United States, the 
circuits along railroad rights of way 
are owned and maintained by the rail- 
road companies and terminate in a 
private branch exchange system owned 
by the telephone company which is 
generally located in the executive of- 
fices of the railroad company. Such 
privately owned circuits are not to be 
connected, however, with the general 
office telephone exchange system ex- 
cept in cases of emergency. The rea- 
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son offered in justification of this ex- 
ception was that the circuits along the 
railroad’s right of way to which tele- 
phones are connected pass through 
railroad yards, over bridges, and 
through tunnels and other places which 
are considered hazardous for telephone 
company employees to enter for con- 
struction and maintenance purposes. 
The rapid transit systems are treated 
on practically the same basis as are the 
large railroad companies. 

Power companies. These are treated 
in the same way as are railroads with 
the exception that power companies 
are not permitted to own circuits for 
telephone use within base rate areas. 
Their general exchange service with- 
in the base rate area is provided by 
the telephone company at standard 
rates and outside the base rate area the 
power company can use its own cir- 
cuits for its own private telephone 
system and such privately owned cir- 
cuits may be connected with the tele- 
phone company switchboard but not 
with the general exchange system ex- 
cept under emergency conditions. 

Service stations or service lines. A 
service station is defined as “a station 
of an association of farmers or others 
located in sparsely settled rural com- 
munities receiving service from a cen- 
tral office or a toll station of the tele- 
phone company.” A service line is a 
line connecting a service station or 
stations to acentral office or a toll sta- 
tion of the telephone company. There 
is said to be approximately 5,000 tele- 
phones in the state which are served 
on this basis. The members of the 
association build a pole line and string 
the necessary wire and put in instru- 
ments for the use of persons along 
their line. The telephone company 


connects with this line at an agreed- 
upon point which must be outside of a 
base rate area. The telephone com- 
pany gives these persons local ex- 
change service on the same basis as 
its own subscribers, served by its own 
circuits and instruments. They do 
not pay the same rate, however, as 
subscribers to the local exchange 
when they are connected. They get 
a lower rate than the subscriber receiy- 
ing service direct from the telephone 
company. The lines used in connec- 
tion with this service are owned and 
maintained by members of the associ- 
ation. These organizations are treat- 
ed by the telephone company as be- 
ing in the nature of small connecting 
companies. They ordinarily have a 
treasurer or president and he is des- 
ignated as the one to be billed. Bills 
are rendered to him and he collects 
from the other members and pays the 
telephone company. 

Service to fire towers. This serv- 
ice is provided through arrangement 
with the State Conservation Depart- 
ment to approximately 20 fire towers 
at different locations in the forested 
section of the state. The forest serv- 
ice owns the circuits and its supports 
from the point of connection with the 
telephone system to the station. The 
station equipment is owned by the 
telephone company and installed by 
the Forest Service. 

Ship telephone service. This is a 2- 
way connection service furnished by 
means of a land radio station owned 
and operated by the telephone com- 
pany, a radio link connecting the ship 
with that station which in turn is con- 
nected to the land telephone system. 
The equipment on the ship is owned 
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by the ship. A charge is made for the 
radio link connecting the ship with 
the land radio station and to that is 
added the regular charge for the-land 
haul. Ships having this equipment 
can receive connection with any tele- 
phone station in the United States. 
New York city departments. The 
police department of New York city 
owns three private line systems of four 
stations each for traffic control pur- 
poses on the Williamsburgh, Manhat- 
tan, and Brooklyn bridges. These 
lines were operated from police sta- 
tions in Manhattan and Brooklyn, and 
to enable same to be operated from a 
single point, circuits were furnished 
by the telephone company connecting 
the Brooklyn bridge system with the 
Manhattan bridge system. It was 


stated that such circuits were fur- 
nished on what was regarded as a 
temporary basis until such time as the 


department could supply its own cir- 
cuits. 

Interchange of facilities between 
telephone company and telegraph com- 
pany. Under certain conditions, the 
telegraph company is permitted to 
connect circuits owned by it with tele- 
phone instruments owned and in- 
stalled by the telephone company on 
the premises of customers of the tele- 
graph company. Such circuits and 
telephones are used for the pickup 
and delivery of telegrams and have no 
connection with the exchange system. 
An illustration of this use is the case 
where Western Union has in its main 
office a switchboard owned and in- 
stalled by the telephone company with 
extensions leading from the board to 
the premises of the principal custom- 
ers of Western Union. These circuits 
are used to send and deliver telegraph 
[18] 
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messages by voice communication. 
The telephone company owns all of 
the instruments and most of the cir- 
cuits. The telegraph company, how- 
ever, has the right under a contract to 
use its own circuits to make these con- 
nections with the offices of its cus- 
tomers. 





The McKee Company contends that 
inasmuch as the telephone company 
has voluntarily engaged in the busi- 
ness of leasing wires for the purposes 
described above, it may not lawfully 
refuse to lease wires for the purpose 
of connecting privately owned tele- 
phone systems (or stations) when- 
ever the use of such lines may be re- 
quested by the owners of such private 
telephone equipment, assuming, of 
course, that such owners are willing 
to pay the regularly established rates 
specified in the company’s tariff for 
the use of leased wires. Such refusal 
on the part of the telephone company 
is said to constitute unjust discrimi- 
nation in that the telephone company 
leases wires running over and under 
public streets to others where such use 
involves telephonic communication. 

The following practices are cited in 
the brief of the McKee Company in 
support of this claim and the facts stat- 
ed therein are in accord with evidence 
contained in the record: 

(1) Regular private line service 
where wires running over and under 
public streets are leased and the wires 
and the telephone equipment connected 
thereto are used for two-way telephon- 
ic communication service. Both the 
equipment and wires are owned by 
the telephone company and are in no 
way connected to a central office ex- 
change. It is asserted that the wire 
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used in this service is leased separate- 
ly from the associated equipment since 
a separate charge is made for the use 
of the wire running over or under 
public streets, pursuant to the mileage 
provisions of the tariff. 

(2) Wires leased for the operation 
of juke boxes where telephonic com- 
munication may be had over leased 
telephone lines and where the equip- 
ment connected to the lines is not 
owned by the telephone company. 
The McKee Company concedes that 
the juke box was not designed or in- 
tended to be used primarily for tele- 
phone communication but claims that 
its use does involve voice communica- 
tion over lines leased from the tele- 
phone company connected to privately 
owned equipment and that one of the 
lines used in juke box operation is a 
“P.L. line” (which is the same type 
of line used for “private line” work) 
and is furnished in accordance with 
charges specified in the company’s 
tariff. 

(3) Wires leased by the telephone 
company to the Sperry Gyroscope 
Company for use in connecting pri- 
vately owned, loud speaking, voice- 
paging equipment installed in build- 
ings owned by that company, which 
are located on opposite sides of the 
public street. This was described by 
a company witness as one-way com- 
munication. The McKee Company 
argues that the equipment is used for 
telephonic communication, even if it 
be one-way telephonic communi- 
cation, and although the equipment is 
not owned by the telephone company, 
that company permits same to be con- 
nected to wires leased by it. 

(4) The telephone company itself 
has installed 15 dial and 12 manual 
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isolated systems and some 1,600 of so- 
called systems “D” consisting of 2 
to 6 buttons and 19 push button sets 
with an ultimate of 36 keys. These 
systems are not connected to the tele- 
phone company’s general exchange. 
One of the systems located at Radio 
City is used by the National Broad- 
casting Company to direct radio pro- 
grams. Leased telephone wires are 
used to connect this isolated telephone 
system to telephones located in the 
Empire State building. It is asserted 
that such an arrangement of wiring 
would not be permitted by the tele- 
phone company if the isolated system 
had been installed by someone other 
than itself and that such fact consti- 
tutes unjust discrimination. 

(5) Other cases which have been 
fully described above, where the tele- 
phone company furnishes wires but 
in many instances does not own the 
equipment connected to the ends of 
the wires, such as the service furnished 
to Muzak, U. S. Army, U. S. Navy, 
and others. 


Conclusion 


The facts shown by the record in 
this proceeding do not, in my opinion, 
establish that the presently effective 
tariffs, regulations, or practices of the 
New York Telephone Company gov- 
erning the leasing of wires for the 
purpose of connecting private tele- 
phone systems or stations, are unjust, 
unreasonable, unjustly discriminatory, 
unduly preferential, or otherwise in 
violation of any provision of the Pub- 
lic Service Law. An order closing 
this proceeding on the records of the 
Commission is attached hereto and its 
adoption is recommended. 
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Ma.LtTsBigz, Chairman, in the nega- 
tive, with the following statement: 

According to the memorandum sub- 
mitted by Commissioner Van Namee, 
the company itself does not adhere to 
its own rule, namely that cables will 
not be provided for the connection of 
facilities at different locations’ where 
the telephonic equipment at such lo- 
cations is not installed or owned by 
the telephone company itself. Hav- 
ing made these exceptions voluntarily 


to its own rules, it is my opinion that 
the company should either adhere to 
the rule which it has itself established 
or provide connections between differ- 
ent locations at the request of any 
consumer who desires such facilities. 
I, therefore, am opposed to the con- 
clusion which would allow the com- 
pany to continue its present practice, 
because in my opinion it is unjust dis- 
crimination. 





PENNSYLVANIA PUBLIC UTILITY COMMISSION 


Pennsylvania Public Utility Commission 


Edison Light & Power Company 


[Complaint Docket No. 11108.] 


Rates, § 302 — Variation based on cost — Purchased power — Tax clause. 
Tariff provisions for variations related to cost of purchased power and in- 
creases in taxes are not the only or best means by which a public utility may 
be protected against increases in operating and tax costs which result from 
extraordinary or emergency conditions. 
[July 15, 1942] 


—! of electric rates; new rate schedules prescribed. 


By the Commission: By order 
dated January 26, 1942, 42 PUR 
(NS) 206, this case was terminated, 
after consideration of exceptions filed 
to the Commission’s order nisi, dated 
July 30, 1941, 40 PUR(NS) 146. 
The order of January 26, 1942, per- 
mitted annual revenues of $1,839,540 
based upon consumption in 1940 and 
respondent was allowed forty-five days 
from service thereof to file, post, and 
publish tariff schedules designed to 
yield gross operating revenues of the 
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allowed amount. Further provision 
was made that within twenty days 
from service of the order, respondent 
should submit for review and adjust- 
ment, if necessary, the rates which it 
proposed to file in compliance with the 
order. 

Respondent complied with the pro- 
vision that the proposed rates be filed 
within twenty days after service of 
the order. Following their submis- 
sion extended conferences were held 
between representatives of the com- 
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Rate 1—Domestic Service: 
. or less for 
=) 


pany and the Commission with rela- 
tion to the rates and certain generat 
provisions. One of the provisions re- 
lated to an adjustment in the cost of 
purchased power, should such cost be 
increased beyond certain limits from 
the base rate established in the whole- 
sale power contract under which re- 
spondent purchases power from Met- 
ropolitan Edison Company, Pennsyl- 
vania Water and Power Company, 
and Safe Harbor Water Power Cor- 
poration. The second related to a tax 
clause which was intended to protect 
respondent against increases in tax 
rates above the level of rates effective 
for the year 1941. 

The Commission has had occasion 
recently to consider the propriety or 
advisability of the insertion of general 
clauses relating to purchased power, 
fuel and taxes and has reached the 
conclusion that such provisions in tar- 
iffs are not the only or best means by 
which a public utility may be protect- 
ed against increases in operating and 
tax costs, which result from such ex- 
traordinary or emergency conditions 
as presently prevail. While it is true 
that during periods of emergency 
many types of operating expenses and 
taxes sharply increase, it is likewise 
true that revenues usually increase, 
and the final result sometimes is an 
increase in the net return. A review 
of respondent’s operations since the 
year 1940, upon which our findings in 
the order of January 26, 1942, were 
primarily based, does not indicate the 
necessity of the proposed protective 
provisions. 

Compliance with the order of Janu- 
ary 26, 1942, will be accomplished by 
the establishment of the following 
rate schedules: 


11 kw. 
Next 19 kw. 
Next 30 kw. 
Next 40 kw. 
Over 100 kw. 

Rate 2—General Service—Small: 
Available for demands of 20 kw. 
First 11 kw. hr. or less for 
Next 39 kw. hr. @ 

Next 250 kw. hr. plus 60 kw. hr. per 
kw. over 5.0 @ 

Bal. to 1200 kw. hr. @ 

Over 1200 kw. hr. @ 


Minimum Charge: $0.50 plus $0.60 
per kw., in excess of 5.0 kw. 
Rate 3—General Service—Large: 
Available for. demands in excess of 20 kw. 
First 20 kw. of Demand, or less for - 36 
Over 20 kw. @ 
First 10,000 kw. hr. @ 
Over 10,000 kw. hr. @ 


Maximum Average Rate: Except by reason 
of the minimum monthly charge the maxi- 
mum average rate per kw. hr. shall not ex- 
ceed an amount equivalent to 56 cents plus 
3.0 cents per kw. hr. divided by the total 
kw. hr. 

Minimum Charge: $9.50 plus 60 cents per kw. 
in excess of 20 kw. 


First 


The proposal of the company also 
contemplates the closing of rate sched- 
ules GL, P-1, 3, and 4, to consumers 
taking service thereunder at the time 
the above rates are filed. We are in 
accord with this proposal. 

The features of the proposal made 
by respondent constituting, in our 
opinion, compliance with the Com- 
mission’s order of January 26, 1942, 
with the exceptions indicated, we will 
order that the above rates be estab- 
lished ; therefore, 

Now, to wit, July 15, 1942, it is 
ordered: That Edison Light and 
Power Company, respondent, file, 
post, and publish, within ten days of 
service of this order, the rates de- 
tailed above to be effective retroactive- 
ly to March 12, 1942. 


Commissioner Buchanan, being ab- 
sent, did not participate in the vote on 
this order. 
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DISTRICT OF COLUMBIA PUBLIC UTILITIES COMMISSION 


Re Potomac Electric Power Company et al. 


[Formal Case No. 313, Order No. 2281.] 


Security issues, § 57 — Purpose — War expansion program. 
1. Issuance of common stock by an electric company to maintain normal 
working capital requirements and to meet a portion of its fixed capital 
requirements is in the public interest and in the interest of investors and 
consumers when the company needs additional capital for an expansion 
program necessitated by the demands of vital war efforts, p. 278. 


Security tssues, § 112 — Competitive bidding — Suspension of rule — Sale to 
parent, 
2. Suspension of a rule requiring competitive bidding for securities is war- 
ranted when common stock is to be sold to a company owning 100 per cent 
of the outstanding common stock, p. 279. 


Security issues, § 101 — What constitutes stock dividend — Sale price of new 
shares — Excess value of shares. 

3. The sale of stock by a subsidiary company to a parent holding all of its 

outstanding common stock at $100, being the par value of the stock, does not 

amount to a stock dividend to the extent of the value of the shares in excess 


of $100, contrary to a statutory prohibition against the declaration of a stock 
dividend, p. 279. 

Security issues, § 129 — Avoidance of delay — Necessary war activities — Ques- 

tions as to intercorporate relations. 

4. Delay in the orderly financing of a public utility necessary to the success- 
ful functioning of war activities, by issuance of stock to finance fixed capital 
requirements, cannot be considered although matters pertaining to the re- 
lationship between the issuing company and other companies are still pend- 
ing, as to which jurisdiction of the Commission is retained, p. 279. 


(HankIn, C., dissents.) 
[June 3, 1942.] 


PPLICATION for approval of the issue and sale of common 
A stock by a subsidiary to a parent company and the acqus- 
sition by the latter for cash at par; granted. 


> 


By the Commiss1on: On January 
29, 1942, the Potomac Electric Pow- 
er Company (hereinafter referred to 
as ‘“Potomac’’) filed an application 
for approval of the issue and sale to 
Washington Railway and Electric 
Company (hereinafter referred to as 
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“Washington Railway”) of 30,000 
shares of its common stock, for cash, 
at $100 a share; and Washington Rail- 
way concurrently filed an application 
for approval of the acquisition of such 
common stock. On February 6, 1942, 
this Commission issued its Order No. 
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2167, instituting an extensive investi- 
gation. On March 27, 1942, Order 
No. 2226 was issued by the full Com- 
mission ordering that a hearing be held 
on the pending application and limit- 
ing the scope of the hearing to mat- 
ters pertaining directly to the pro- 
posed financing, including the suspen- 
sion of the competitive bidding rule, 
in order that prompt consideration 
could be given to the obvious financing 
needs of Potomac. 


The Applicants 


Potomac is engaged principally in 
the generation and distribution of 
electric energy and furnishes electric 
service in the District of Columbia 
and in contiguous areas in Maryland. 

Washington Railway is a_ public 
utility holding company, the princi- 
pal operating subsidiaries of which 
are Potomac and Capital Transit Com- 


pany. Washington Railway present- 
ly owns 100 per cent of the outstand- 


Amount 


ing common stock of Potomac. 

Washington Railway, in turn, is a 
subsidiary of The North American 
Company. 


Use of Proceeds 


[1] Potomac states that it will use 
the proceeds from the proposed sale 
of its common stock to maintain its 
normal working capital requirements 
and to meet a portion of its fixed cap- 
ital requirements for the year 1942, 
The record shows that budgeted ex- 
penditures for fixed capital additions 
during the year 1942 amount to ap- 
proximately $8,250,000 and that ex- 
traordinary increases in generating 
capacity and extensions of facilities 
are planned for 1942, 1943. 


Capitalization and Surplus 


The capitalization and surplus of 
Potomac as of December 31, 1941, 
actual and pro forma, are as follows: 


Pro Forma 
Amount % 


Actual 





Long term debt 
First mortgage bonds, 34% series 


due 1966 $20,000,000.00 
5,000,000.00 
10,000,000.00 


First mortgage bonds, 33% series 
due 1974 

First mortgage bonds, 34% series 
due 1975 


$20,000,000.00 
5,000,000.00 
10,000,000.00 





Total long-term debt 
Preferred stock, $100 par 
6% cumulative 
54% cumulative 


$35,000,000.00 


$ 2,000,000.00 
5,000,000.00 


$35,000,000.00 


$ 2,000,000.00 
5,000,000.00 





Total preferred stock 


$ 7,000,000.00 


$ 7,000,000.00 





Common stock, $100 par 
Earned surplus 


$ 6,000,000.00 
28,419,204.59 


$ 9,000,000.00 
28,419,204.59 





Total common stock and earned surplus. $34,419,204.59 


$37,419,204.59 





Total capitalization and surplus ......... $76,419,204.59 


$79,419,204.59 
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Property Accounts 


Utility plant in service at Decem- 
ber 31, 1941, after excluding retire- 
ment suspense of $1,776,434.11, 
amounted to $91,212,055.88, not in- 
cluding unfinished construction of 
$1,512,879.08. The reserve for de- 
preciation as of that date of $15,010,- 
519.60 amounted to 16.46 per cent of 
utility plant in service. 

Potomac has reclassified its plant 
accounts in accordance with the Uni- 
form System of Accounts prescribed 
by the Federal Power Commission 
and by this Commission and has dis- 
posed of all original cost adjustments 
arising therefrom. 


Problems Involved 


In its Order No. 2226, dated March 
27, 1942, this Commission proposed 
to consider at the hearing on the pro- 
posed financing the needs of Potomac 
for additional capital, the proposed 
method of financing as compared with 
other possible methods, reasons which 
would substantiate the suspension of 
the competitive bidding rule, and the 
price to be paid by Washington Rail- 
way for the common stock of Potomac 
in the event of suspension of the com- 
petitive bidding rule. 


It appears that the transaction pro- 
posed is the first step in a series of 
financing transactions which will be 
required to provide funds for the ex- 
pansion program necessitated by the 


demands of vital war efforts. After 
studying the record in this case the 
Commission is of the opinion that Po- 
tomac does need additional capital 
and that the proposed sale of its com- 
mon stock is the most appropriate 
method of raising the $3,000,000 
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presently required and is in the public 
interest, and in the interest of investors 
and consumers. 

[2] The Commission further finds 
that the suspension of the competitive 
bidding rule in this instance is war- 
ranted in view of the fact that Wash- 
ington Railway presently owns 100 
per cent of the outstanding common 
stock of Potomac. 

[8] In considering the price at 
which Washington Railway should ac- 
quire the proposed additional shares 
of common stock of Potomac, con- 
siderable testimony was taken as to 
whether the sale of this stock at $100 
amounts to a stock dividend to the ex- 
tent of the value of the shares in ex- 
cess of $100, contrary to Par. 75 of 
the Public Utilities Law.’ There is 
nothing in the record of this proceed- 
ing to indicate that the proposed 
transaction, if consummated, wil! re- 
sult in the declaration of a stock divi- 
dend; in fact, the testimony offered 
by both Commission and applicants’ 
witnesses and the authorities referred 
to in the record justifies our finding 
that the sale of the common stock of 
Potomac to Washington Railway 
(which, as heretofore stated, present- 
ly owns 100 per cent of such stock) at 
$100 a share will not result in the dec- 
laration of a stock dividend by Po- 
tomac to the extent of the value of 
such shares in excess of $100. We 
therefore find that the price of $100, 
being the par value of the stock, is an 
appropriate price. 

[4] Although the hearing on the 
present application was confined to 





1 Paragraph 75 provides as follows: “That 
no public utility shall declare any stock, bond, 
or scrip dividend or divide the proceeds of the 
sale of any stock, bond, or scrip among its 
stockholders.” 
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questions relating simply to the trans- . prevent, including acts of the ele- 


actions which involved only Potomac 
and Washington Railway, other mat- 
ters recited in Order No. 2167 issued 
by this Commission on February 6, 
1942, which pertain to the relation- 
ship between Potomac, Washington 
Railway, and The North American 
Company, are still pending. The Com- 
mission, in its Order No. 2226, re- 
tained jurisdiction over the investi- 
gation ordered and covering questions 
(5) through (9) set forth in said Or- 
der No. 2167. Such an investigation 
will of necessity require extensive 
hearings, and a determination of the 
questions involved cannot be expected 
in the near future. Delay in the or- 


derly financing of a public utility so 
necessary to the successful function- 
ing of war activities cannot be con- 
sidered. However, in view of the na- 
ture of the problems referred to in 


Order No. 2167, the Commission has 
requested Potomac, and Potomac has 
consented, to enter into the following 
stipulation : 

“That except as the Commission 
may by order or orders from time to 
time permit, the board of directors of 
the Potomac Electric Power Com- 
pany shall not declare or pay any cash 
dividends or make any other cash dis- 
tribution on any shares of its common 
stock, or make any disbursement for 
the purchase or retirement of any of 
its common stock, during the period 
ending December 31, 1944, in an 
amount in excess of earnings avail- 
able for the payment of dividends up- 
on its common stock accruing after 
December 31, 1941, and during such 
indicated period, except for any ex- 
treme emergency arising out of causes 
beyond the power of the applicant to 
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ments and of war; provided, however, 
that the amount of earnings available 
for the payment of dividends from 
time to time, including interim divi- 
dends, shall be determined on the ba- 
sis of the rates of taxation on income 
provided in existing revenue laws in 
force at the date of declaration of 
such dividends, less an adjustment to 
such earnings for the purpose of this 
calculation only, which, in the con- 
servative judgment of the board of 
directors of the company will be rea- 
sonably adequate to reflect the prob- 
able additional tax liability of the 
company to be applicable to the earn- 
ings which are considered as the basis 
for the declaration of any dividend 
on common stock.” 


An appropriate order will issue. 


HANkKIN, Chairman, dissenting: It 
is with great regret that I must again 
note my dissent from an opinion and 
order of the Commission. My sense 
of duty dictates, moreover, that I set 
forth my reasons in unequivocal terms, 
for, in my opinion, this is another! 
case in which the Commission grants 
an important privilege to utilities for 
the mere asking, and without suff- 
cient regard for the Commission’s 
statutory duties and limitations. 

On January 29, 1942, the Potomac 
Electric Power Company filed an ap- 
plication for the issuance and sale of 
30,000 shares of common stock to the 
Washington Railway and Electric 
Company, at $100 per share. The lat- 
ter company, a public utility in the 
District of Columbia owning 100 per 





1 See my dissenting opinion in Formal Case 
No. 314, Re Washington Gas Light Co. (1942) 
43 PUR(NS) 65. 
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cent of the common stock of the for- 
mer company, joined in this applica- 
tion. On February 6, 1942, this 
Commission issued Order No. 2167, 
instituting an extensive investigation 
involving not only the matters per- 
taining to this issue and sale of stock, 
but also various questions designed to 
bring out specific facts concerning the 
relationship between The North 
American Company and the local 
utilities. In an accompanying opin- 
ion, the Chairman of the Commission 
set forth the reasons for the proposed 
investigation. 

A question was raised whether by 
granting the application the Commis- 
sion would thereby recognize the le- 
gality of the holdings of The North 
American Company in the local utili- 
ties. For many years the legality of 
the holdings of The North American 
Company has been questioned as being 
in violation of the act of Congress, 
approved March 4, 1913 (§ 11). 
known as the LaFollette Anti-Merger 
Act. In order to set this question at 
rest, Order No. 2167 included five 


questions * in addition to the four per- 
taining directly to the issuance and 
sale of the 30,000 shares. 

Shortly afterwards, the president 
of the Potomac Electric Power Com- 
pany, who is also the president of the 
Washington Railway and Electric 
Company, made frequent personal 
calls on the members of this Commis- 
sion, urging speedy action on the ap- 
plication. It was evident that this 
appeal for speedy action was influ- 
enced, at least in part, by his desire to 
avoid any questions concerning the re- 
lationship between The North Ameri- 
can Company and the local utilities. 
Influenced by these frequent vists 
and appeals, the Commission, on 
March 27, 1942, issued Order No. 
2226, ordering that a hearing be held 
on the pending application, and limit- 
ing the scope of the hearing to the 


first four questions set forth in Or- 
der No. 2167, namely: 

(1) Whether the Potomac Electric 
Power Company needs additional cap- 
ital. 





2 The five questions were stated as follows: 
(5) When, under what circumstances, from 
whom, in what amounts and at what price did 
The North American Company either directly 
or through associated companies or nominees 
acquire securities of Washington Railway or 
any other public utility in the District of Co- 
lumbia ? 

(6) In what other manner, if any, did The 
North American Company, directly or indi- 
rectly, control any of the public utilities of the 
District of Columbia? 

(7) When, under what circumstances, and 
how much money did The North American 
Company receive as dividends or other pay- 
ments either directly or through associated 
companies or nominees, from Washington 
Railway, or any other public utility in the Dis- 
trict of Columbia? 

(8) When, under what circumstances, to 
whom, in what amounts and at what price did 
The North American Company, either directly, 
or through associated companies or nominees, 
dispose of securities of Washington Railway or 
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of any other public utility in the District of 
Columbia ? } 

(9) What was the legal status of the acqui- 
sitions, the interest and dividends received, and 
the dispositions referred to in questions 5, 7, 
and 8, in view of the Anti-Merger Act of 
March 4, 1913? 

(a) Did The North American Company ac- 
quire legal title to the securities? 

(b) Did The North American Company 
lawfully receive dividends and other payments 
from Washington Railway or other public 
utilities in the District of Columbia? 

(c) Did The North American Company, or 
associated companies or nominees, transfer le- 
gal title to the securities disposed of, and can 
The North American Company transfer legal 
title in the future? 

(d) To what extent were the acts of The 
North American Company performed with the 
knowledge or acquiescence of the Public Util- 
ities Commission of the District of Columbia, 
and what bearing does such knowledge or ac- 
quiescence have on the legal relationships un- 
der consideration? 
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mh: 
(2) What would be the best meth- 


od, or methods, of financing? 

(3) How the proposed method of 
financing, or other methods, would af- 
fect the company, the consumers and 
the investors. 

(4) Are there any special circum- 
stances which would warrant the sus- 
pension of the competitive bidding 
rule? 

(a) If the competitive bidding rule 
should be waived, would the sale of 
stock to the Washington Railway and 
Electric Company constitute a stock 
dividend to the extent of its value in 
excess of $100 per share? 

(b) If the competitive bidding rule 
is not waived, at what price should 
Washington Railway exercise its pre- 
émptive right? 

In other words, the specific facts 


relating to the acquisition or disposi- 
tion of stock by The North American 
Company were not going to be taken 


up at this hearing. The scope of the 
hearing, however, did include the 
question how the proposed method of 
financing, or other methods, would af- 
fect the company, the consumers and 
the investors. This, of course, 
brought the general question concern- 
ing the relationship of The North 
American Company and the local util- 
ities within the scope of the hearing. 

The majority opinion treats this 
limitation of the scope of the hearing 
as pertaining only to the proposed fi- 
nancing, and the suspension of the 
competitive bidding rule, as if a find- 
ing that the proposed financing is in 
the public interest could be determined 
without considering and wholly dis- 
regarding the relationship between 
The North American Company and 
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the local utilities. I do not think this 
relationship can be disregarded. 

The North American Company ac- 
quired large holdings in the local utili- 
ties, despite the provision in the Anti- 
Merger Act making it unlawful for 
any foreign holding company, direct- 
ly or indirectly, to own stock in any 
public utility doing business in the Dis- 
trict of Columbia, “except as hereto- 
fore or hereafter expressly authorized 
by Congress.” This act also made 
it unlawful for any such public utility 
to sell or transfer any portion of its 
stock to any foreign holding com- 
pany, and specifically provided that 
“every contract, transfer, agreement 
of transfer, or assignment by any 
said public utility corporation organ- 
ized or authorized, as aforesaid, of any 
portion of its stock or bonds without 
such authority shall be utterly void 
and of no effect. .” It is clear 
that unless it can be shown that the 
holdings of The North American 
Company in the local utilities were ex- 
pressly authorized by Congress, The 
North American Company acquired 
no legal title to any of the securities of 
the local utilities ; if it acquired no le- 
gal title, it could transfer no legal ti- 
tle to any other person. We are in- 
formed that The North American 
Company has disposed of some of the 
securities it had acquired. Whether 
that disposition transferred any legal 
title to the present holders of such 
securities is a question which remains 
unanswered by the majority opinion. 

At the hearing, the Potomac Elec- 
tric Power Company and the Wash- 
ington Railway and Electric Company 
pretended to be “surprised” that any- 
one would question the legality of the 
relationship between’ The North 
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American Company and the local 
utilities. When it was pointed out 
that the legality of the holdings had 
been frequently questioned and that 
action had been always postponed, the 
companies seemed quite prepared to 
find refuge in the provision in the 
Anti-Merger Act which prescribed the 
“remedies,” namely, that in a suit in 
equity the supreme court of the Dis- 
trict of Columbia, now the district 
court of the United States for the Dis- 
trict of Columbia, could order the of- 
fending hoiding company “to sell” 
such securities. This is, of course, 
all that The North American Com- 
pany wants, provided it can dispose of 
these holdings at a profit of some 
$25,000,000 to $37,000,000.* 


The companies, however, over- 


looked that the act also provided that 
the offending foreign holding com- 
pany might be ordered “to dispose” 


of the securities. If The North 
American Company never acquired 
legal title and never could dispose of 
any legal title, then The North Ameri- 
can Company and those who acquired 
securities from it are holding such 
securities as constructive trustees, and 
may be required to dispose of the 
shares for the benefit of others. 

The question thus arises, for whom 
would these securities be held in 
trust? As to this it was brought out 
in the record that since 1925, when 
The North American Company ac- 
quired the securities in the Washing- 
ton Railway and Electric Company, 
which, in turn, held 100 per cent of the 


common stock of the Potomac Electric 
Power Company, the latter company 
declared dividends ranging from 10 
per cent to 65 per cent per year, and, 
in addition to that, increased its rate 
base from $33,000,000 to $95,000,- 
000, an increase of $58,000.000, with 
only $22,000,000 coming from out- 
side sources. In other words, the Po- 
tomac Electric Power Company, 
while declaring dividends ranging be- 
tween 10 per cent and 65 per cent per 
year, was able to increase its capitali- 
zation by $36,000,000 from its own 
earnings. 

Our statute requires that the rates 
and charges shall be just and reason- 
able, and makes it unlawful for any 
utility to charge rates which are un- 
just or unreasonable. True, the de- 
termination of what shall constitute a 
reasonable rate is vested in this Com- 
mission, and there may be a margin 
of difference of opinion as to what 
does constitute a reasonable rate or a 
reasonable return. If, however, the 
earnings of the company are far in 
excess of a reasonable return, then a 
serious question arises whether this 
Commission, acting upon representa- 
tions of the utility, has been so neglect- 
ful of its duties as to impress the ex- 
cess earnings with a trust in favor of 
the ratepayers. The record and an- 
nual reports of the Commission show 
that between 1925 and 1941 the earn- 
ings in excess of the allowed rate of 
return, based on the “sliding-scale 
plan,” were in excess of $15,500,000. 





8 The hearings before the Federal Trade 
Commission in 1931 indicate that The North 
American Company acquired about 62,750 
shares of common stock in the Washington 
Railway and Electric Company at an average 
cost of about $200. If the shares were to be 
sold at their present value of $600, the profit 
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would be about $25,000,000. If the shares were 
to be broken up into 40 participating units per 
share of stock, and these units sold at $20 per 
share, according to one of the plans of The 
North American Company or the Washington 
Railway and Electric Company, the profit 
would be $37,000,000. 
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These figures, however, represent only 
a part of the actual excess earnings. 

In allowing a rate of return of 7} 
per cent between 1925 and 1930, of 7 
per cent between 1930 and 1934, of 
63 per cent for the years 1934 and 
1935, and of 6 per cent thereafter, an 
allowance of 2 per cent was made on 
the depreciation reserve. This actu- 
ally meant that while a return of 6 
per cent was allowed on the depreci- 
ated cost of property, an additional 2 
per cent was allowed on that part of 
the property that had been charged off 
to depreciation. Excluding this in- 
terest on the depreciation reserve bal- 
ance, the excess earnings between 
1925 and 1941 approximated $20,- 
500,000. 

This also does not represent the full 
amount of the excess earnings. It 
was evident that while the rate base in 
1924 was taken as $32,500,000, the 
book cost of the plant, as adjusted by 
the reclassification of accounts on the 
basis of cost, was only a little over 
$24,000,000 in 1925, and is now ap- 
proximately $88,000,000. If the rate 
of return which was allowed during 
those years were applied to the book 
cost of the plant, the excess earnings 
would be $25,500,000; and if no in- 
terest were allowed on the deprecia- 
tion reserve balance, the excess earn- 
ings would be over $28,700,000. Fi- 
nally, taking the statute seriously and 
applying a 6 per cent return on the 
book cost of the company’s plant, the 
excess earnings for the years 1925 
through 1941 are $33,346,000, or on 
the average of $2,000,000 per year. 
Even this figure does not take into 
consideration what might have been 
the excess earnings, if there had been 
a more serious treatment of such 
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items as working capital, materials 
and supplies, salaries of officers, and 
other deductions properly allowable 
in determining the rate base. 

It is evident that between the years 
1925 and 1941 this Commission has 
been far from meticulous about pro- 
tecting the public interest in the mat- 
ter of rates. If the holdings (past 
and present) of The North American 
Company are unlawful, then the con- 
clusion is inescapable that they must 
be held in trust for the ratepayers. 
They contributed to the capital plant 
account, and they should benefit by 
the increase in the plant of the Poto- 
mac Electric Power Company. 

What is the bearing of this on the 
question whether the Washington 
Railway and Electric Company should 
be permitted to acquire 30,000 shares 
of the stock of the Potomac Electric 
Power Company at $100 per share? 
The evidence clearly shows that since 
the Washington Railway and Electric 
Company owns 100 per cent of the 
stock of the Potomac Electric Power 
Company, its holdings will not be 
varied, whether the former receives 
5,000 shares or 30,000 shares, for the 
$3,000,000 which it wishes to contrib- 
ute to its subsidiary. It is now, and 
after the issuance of this stock it will 
remain, the owner of 100 per cent of 
the stock of the Potomac Electric 
Power Company. This is clearly ad- 
mitted. There must, therefore, be 
some undisclosed reason why _ the 
Washington Railway and Electric 
Company insists on acquiring 30,000 
shares, rather than any other number 
of shares. 

What the actual reason is, we do 
not know. One can only speculate on 
this subject, and we must explore the 
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possibilities. If the Washington Rail- 
way and Electric Company is able to 
increase its common stock holdings in 
the Potomac Electric Power Com- 
pany from 60,000 shares to 90,000 
shares, then it will be in a better po- 
sition to dispose of the common stock 
either at the present time, or at some 
future time when it seeks a further 
increase in its common stock capital. 
If the Washington Railway and Elec- 
tric Company disposes of that stock, 
then the trust which, it must be as- 
sumed, is being held for the ratepay- 
ers, will be dissipated and lost. 

So far as financial reasons for the 
acquisition of 30,000 shares of stock, 
rather than any other number, are 
concerned, they do not appear of rec- 
ord. All we can gather from the rec- 
ord is that the Washington Railway 
and Electric Company wants to ac- 
quire this number of shares at $100 


per share, admitting at the same time 
that any other number of shares will 
accomplish the same result. 


The competitive bidding rule. 
There is no doubt that the Potomac 
Electric Power Company needs addi- 
tional capital. It can raise such capi- 
tal by selling shares of common stock 
to the Washington Railway and Elec- 
tric Company or to the public under 
our competitive bidding rule. The 
two companies do not wish to consum- 
mate the transaction at a price which 
is representative of the value of the 
shares. We, therefore, come to the 
question whether, in view of this mere 
desire on the part of the Washington 
Railway and Electric Company to ac- 
quire 30,000 shares of stock in the 
Potomac Electric Power Company, 
rather than any other number of 
shares, at $100 per share, rather than 


285 


at its fair value, this Commission 
should waive the competitive bidding 
rule, which, in effect, requires that the 
shares of stock of public utilities be 
sold to the highest bidder. What do 
we find in the record in support of the 
necessity presented by the case for the 
suspension of the competitive bidding 
rule? The evidence on this point may 
be summarized in the following ques- 
tions by counsel and answers by the 
president of the two companies: 


Q. Mr. Neal, you consider this a 
particularly appropriate time for the 
sale of the stock publicly, of common 
stock publicly? 

A. No, sir. 

Q. Why? 

A. Very definitely not, because the 
prices that they would bring are not 
sufficiently attractive for one to dis- 
pose of it, present sales, today. 


It was the opinion of the president 
of the two companies that shares of 
stock which have been estimated as 
having a value between $500 and $600 
per share would not bring a sufficient- 
ly attractive price. The shares of 
stock would certainly bring very much 
more than the $100 per share at which 
the two companies seek to consum- 
mate this transaction, as was brought 
out by one of the witnesses for the 
Commission. This witness, who went 
into the financial analysis of the pro- 
posed transaction, stated that the book 
value of the stock was approximately 
$590, and that the Potomac Electric 
Power Company could get substantial- 
ly more than $100 for the shares of 
stock. Asked whether he saw any 
reason why the Washington Railway 
and Electric Company should buy this 
stock for $100, his answer was, “I 
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would say the only reason would be 
custom, precedent, and possibly the 
law of the situation,” but immediate- 
ly admitted that he had “not gone very 
far on the matter of law and prece- 
dent.” 

Much of the testimony related to 
the question of the preemptive right 
of the Washington Railway and Elec- 
tric Company to purchase these shares 
of stock before they are offered to the 
public. At the hearing, it was as- 
sumed, and the utilities insisted, that 
the Washington Railway and Electric 
Company would have a preémptive 
right to acquire these shares, and that, 
therefore, the Commission’s competi- 
tive bidding rule would stand in the 
way of this delectable transaction. An 
examination of the common stock cer- 
tificates of the Potomac Electric Pow- 
er Company, however, discloses that 
no preemptive rights were given to the 
common stockholders. There is a pro- 
vision that the certificate, and shares 
represented thereby, are issued and are 
subject to all the provisions of the cer- 
tificate of incorporation of the com- 
pany and the amendments thereto. 
Neither the certificate of incorpora- 
tion of the company nor its amend- 
ments make any reference to any pre- 
émptive rights of the common stock- 
holders. In other words, the common 
stockholders stand on the same foot- 
ing with the general public. 

If there ever was a case which re- 
quired the application, rather than 
the waiver, of the competitive bidding 
rule, it is this case. The only fact up- 
on which the Commission bases its 
finding, that the waiver of the com- 
petitive bidding rule is “warranted,” 
is that the Washington Railway and 
Electric Company presently owns 100 


per cent of the outstanding common 
stock of the Potomac Electric Power 
Company. In my judgment, the fact 
that the Washington Railway and 
Electric Company owns 100 per cent 
of the outstanding common stock of 
the Potomac Electric Power Company 
is an additional reason why the com- 
petitive bidding rule should be ap- 


plied, rather than waived, where the § 
former insists on purchasing the stock § 


at far less than its actual value. 

The stock dividend prohibition. 
One thing is clear: If the Washing- 
ton Railway and Electric Company is 
permitted to acquire these 30,000 
shares of stock for some $3,000,000, 
then it will be quite possible for the 
Washington Railway and Electric 
Company to dispose of these shares at 
their actual value, namely, for $15,- 
000,000 to $18,000,000, thus trans- 
ferring some $12,000,000 to $15, 
000,000, from surplus into profit. 
This brings us to the question wheth- 
er the proposed sale involves the issu- 
ance of a stock dividend. Paragraph 
75 of our statute provides: “That no 
public utility shall declare any stock, 
bond, or scrip dividend or divide the 
proceeds of the sale of any stock, 
bond, or scrip among its stockhold- 
ers.” 

If the value of the stock is some- 
where between $500 and $600 per 
share, and if the Washington Railway 
and Electric Company, as the sole com- 
mon stockholder of the Potomac 
Electric Power Company, is permitted 
to acquire such stock at $100, then the 
excess in the value of the stock over 
par is being distributed to the stock- 
holders as a stock dividend, contrary 
to this provision of the statute. 

The witness for the companies took 
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the position that so long as there is a 
consideration paid for the stock, it 
cannot be regarded as a stock divi- 
dend. This, of course, is absurd, be- 
cause then Par. 75 of our statute may 
be circumvented by the payment of a 
nominal consideration for any stock 
issued, with the result that a stock divi- 
dend may be declared under the guise 
of a sale of stock, which is exactly 
what the companies are now seeking 
to do. 

The majority opinion holds that, 
because the companies apply for a 
transfer of the stock at its par value 
of $100 per share, no stock dividend 
is involved, no matter what may be 
the difference between the value of the 
stock and its par value. I think this, 
likewise, overlooks the essence of a 
stock dividend and of the statutory 
prohibition. The Commission re- 
gards the shares of the Potomac Elec- 
tric Power Company as having a par 
value, plus an incremental value in the 
form of surplus, in the same manner 
as any other shares of common stock. 
Shares having a book value in excess 
of par might ordinarily be regarded 
as properly salable at par, even if 
there is an incremental value of as 
much as 5 per cent or $5 on a hundred 
dollar share. Had such shares been 
sold at par, the question whether 
there was a declaration of a stock divi- 
dend hidden in the sale might not 
have been so serious. Here, however, 
the value of the stock is about $600, 
and the par is $100, or about 17 per 
cent of the value. This is not a sale 
of a share with an incremental value 
in the form of surplus, but a distribu- 
tion of a surplus with a share of stock 
attached. It is a 17-inch dog, wagging 
an 83-inch tail. 
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The essence of a stock dividend is 
distribution of surplus among stock- 
holders in the form of stock, so that 
the proportionate interests remain the 
same. Eisner v. Macomber (1920) 
252 US 189, 64 L ed 521, 40 S Ct 
189; Towne v. Eisner (1918) 245 
US 418, 62 L ed 372, 38 S Ct 158. 
The fact that to this distribution is 
appended a transaction involving pay- 
ment for 17 per cent of the amount, 
makes it no less a declaration of a 
stock dividend. To be exact, the stock 
dividend is not the entire share, but 
the excess of the value of the share 
of stock over the purchase price. 

The most amazing thing about the 
majority opinion on this point is the 
following statement: “There is 
nothing in the record of this proceed- 
ing to indicate that the proposed trans- 
action, if consummated, will result in 
the declaration of a stock dividend; in 
fact, the testimony offered by both 
Commission and applicants’ witnesses 
and the authorities referred to in the 
record justifies our finding 
(to the contrary).” 

If there is nothing in the record to 
indicate that Par. 75 of our statute 
would be violated by the approval of 
the proposed transaction, there is good 
reason why the record is so defective. 
On the day before the hearing, the 
Chairman of the Commission learned, 
tc his great surprise, that the Com- 
mission was not going to present any 
evidence at all, but that the case would 
be heard and decided solely upon the 
evidence submitted by the utilities. 
When he strenuously objected to this 
procedure, which apparently gave no 
protection to whatever public interest 
may be involved, contrary to that 
sought to be established by the utilities, 
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he was informed that he could accom- 
plish the same result through cross-ex- 
amination of the utilities’ witnesses. 
The fact that on cross-examination 
one is limited to the testimony cov- 
ered on direct examination did not 
seem to make any impression upon 
those who decided that the only evi- 
dence to be introduced was that of the 
applicants. 

That this arrangement seemed to 
have been known to the utilities is 
brought out by the following in the 
record: Upon the conclusion of the 
testimony of the companies’ witness, 
the Chairman asked whether the Com- 
mission had any evidence to present. 
Counsel for the Commission then be- 
gan conferring with other members 
of the Commission’s staff, and said, 
“Will you indulge us for a few mo- 
ments?” While that conference was 
proceeding in a whisper, counsel for 
the utilities said: ‘Mr. Chairman, 
Mr. Bowen would like to make a few 
remarks with reference to this stock 
dividend problem.”’ To this the Chair- 
man replied: ‘At the conclusion of 
the evidence.” Then counsel for the 
companies said: “I thought it had 
been concluded.” Upon what theory 
did counsel for the companies think 
that the evidence had been concluded, 
when only the evidence of the compa- 
nies had been introduced? Surely 
able counsel of the utilities knows that 
the taking of evidence is not complet- 
ed when only one side is heard. 

It was at this point that counsel for 
the Commission asked to confer with 
the Commission during the recess. A 
recess was taken at 12:45 p.m. until 
2:30 p.m. During the recess, coun- 
sel for the Commission and other mem- 
bers of the staff called on the Chair- 
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man and asked him what evidence he 
wanted to be introduced. They were 
informed that a case of this character 
requires far more intensive prepara- 
tion than could be had in a luncheon 
recess, also that it would not be prop- 
er for one sitting in a quasi judicial 
capacity to act as counsel at the same 
time. Therefore, if “there is nothing 
in the record in this proceeding,” as 
the majority opinion states, to war- 
rant a conclusion that a declaration of 
a stock dividend was involved, the 
reason for it lies in the fact that no 
opportunity was afforded for such evi- 
dence to be developed. 

However, the above-quoted state- 
ment in the majority opinion is far 
from being correct. After the recess, 
some evidence was introduced by coun- 
sel for the Commission. The Com- 
mission’s two witnesses, while testi- 
fying that no stock dividend was in- 
volved, proved the opposite. 

One witness testified what would 
constitute a stock dividend from an 
“accounting standpoint.” It was evi- 
dent that the witness was concerned 
only with the bookkeeping transac- 
tions involved in the declaration of a 
stock dividend, and not with the sub- 
stance of a stock dividend. Evident- 
ly, in passing Par. 75, Congress was 
not concerned with regulating book- 
keeping entries. When pressed for 
information on the substantive charac- 
teristics of stock dividends, the wit- 
ness said: 


A. In other words, what I intend- 
ed to say was that by increasing the 
number of shares of stock, you would 
reduce the dividends per share 
so that in looking at that picture, it 
would give you the offhand impres- 
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sion possibly that earnings were re- 
duced, but as a matter of fact the 
earnings are not reduced. 

Q. Yes. Isn’t that what you have 
in this case, when $600 shares are be- 
ing sold for $100? 

A. No, I cannot see it would have 
any effect on the earnings. 

Q. No, of course, you said it 
wouldn’t have any effect on the earn- 
ings, but it will give the appearance 
that the earnings are not 60 per cent 
but something less. 

A. Looked at on a per share basis. 

Q. Yes, so that, for example, at the 
next hearing when I ask Mr. Neal how 
much was earned per share, he will be 
able to say not 65 per cent, as he said 
today, but he will be able to say it is 
40 per cent, isn’t that so? 

A. Yes, I think that is true that he 
will be able to say that. 

Q. So this does partake of the 
characteristics of a stock dividend? 

A. Yes, I guess you might say that 
that is a characteristic of a stock divi- 
dend, but is also a characteristic of 
issuing additional shares, no matter 
what the price. 

The second witness also was asked 
what was the status of this stock with 
reference to the question of stock 
dividends. 

A. From the accounting standpoint, 
I think Mr. McElfresh stated it cor- 
rectly. 


Q. By “accounting standpoint” you 
mean the bookkeeping transaction? 

A. The bookkeeping transaction. 

Q. In its operation and effect, what 
is it? 


A. There are two or three effects of 
a stock dividend: The effect in the 
minds of the public, in the minds of 
[19] 
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the investors. The sale of stock at a 
very low price related to the net worth 
to investors would be more or less the 
same thing as a stock dividend. There 
would be rights which would acquire 
value. The rights to subscribe to 
stock which investors would receive 
would in their minds be regarded as 
a stock dividend, or might be. I think 
you have to approach the matter of 
stock dividends from one standpoint 
or another. 

Q. Suppose you approach it from 
the various standpoints. 

A. From the accounting stand- 
point— 

Q. We have disposed of that. 

A. From the investor’s standpoint, 
it would appear to be a stock dividend. 
From the middle standpoint the pub- 
lic interest standpoint, or from the 
standpoint of public utility regulation, 
I do not feel qualified to say. 


The stock dividend was thus dis- 
cussed from various “standpoints.” 
But there is one standpoint that was 
entirely omitted, and that is the intent 
of Congress. Perhaps the following 
questions and answers will sufficiently 
demonstrate the meaning and intend- 
ed operation of par. 75: 

(1) What is the main characteris- 
tic of a stock dividend? It is the capi- 
talization of surplus. Eisner v. Ma- 
comber, supra. 

(2) If a corporation is limited to 
a reasonable return, and it declares 
dividends between 10 per cent and 65 
per cent every year, where does it get 
its surplus? The answer is—from 
excess earnings. 

(3) Is a utility entitled to excess 
earnings? The answer is—No! Day- 
ton-Goose Creek R. Co. v. United 
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States (1924) 263 US 456, 481, 68 
L ed 388, 44 S Ct 169, 33 ALR 472. 

(4) Where do the excess earnings 
come from? They are contributions 
by ratepayers in excess of the amounts 
to which the utility is entitled. 

(5) Is the utility entitled to a re- 
turn on contributions by ratepayers? 
The answer is—No! Re Washing- 
ton Gas-Light Co. (DC 1935) 11 
PUR(NS) 119; Re Potomac Elec- 
tric Power Co. (DC) PURI1917D 
563; Wheeling v. Natural Gas Co. 
(1934) 115 W Va 149, 5 PUR(NS) 
471, 175 SE 339. 

(6) What are the facts determin- 
ing a fair return? Generally either 
the cost or the value of the property 
used and useful in the service. In this 


connection, it must be pointed out that 
the return to the stockholders has al- 
ways been an influencing factor in 


rate making. 

(7) What then was the intent of 
Congress in passing Par. 75? From 
the above, it is clear, Congress wanted 
to guard against excess profits being 
allowed, to guard against returns be- 
ing allowed on contributions by rate- 
payers in the form of excess profits,* 
and to guard against capitalization of 
surplus, so that it would not appear 
that the utility may be earning an in- 
sufficient return, when in fact the re- 
turn is much greater. 

This is the intent of Congress, 
which we must follow. Whether 
Congress was wise or unwise in pass- 
ing this legislation, is not for us to 
consider. Our function is to apply the 
law. We cannot apply the law, and, at 
the same time, grant the present ap- 





4See the opinion of Mr Justice Peckham in 
Louisiana R. Commission v. Cumberland Tel- 
eph. & Teleg. Co. (1909) 212 US 414, 425, 53 
L ed 577, 29 S Ct 357. 
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plication. I, therefore, think that the 
application of the Potomac Electric 
Power Company and the Washington 
Railway and Electric Company, for 
the sale of 30,000 shares of common 
stock by the former to the latter, at 
$100 per share, should be denied. 


ORDER 


In accordance with the opinion ren 
dered in this proceeding, it is ordered; 

Section 1. That Potomac Electric 
Power Company be and it is author 
ized to issue and sell to Washington 
Railway and Electric Company 30,000 
shares of its $100 par value common 
stock for cash at par ($100 a share) 

Section 2. That Washington Rail 
way and Electric Company be and it is 
authorized to acquire the above shares 
of common stock of Potomac Electric 
Power Company for cash at $100 a 
share. 

Section 3, That the proceeds re 
ceived by Potomac Electric Powe 
Company from the sale of 30,000 
shares of its common stock herein au 
thorized to be sold shall be used fo 
normal working capital requirements 
and for fixed capital expenditures. 

Section 4. That the application of 
the Potomac Electric Power Compa 
ny requesting suspension of the com 
petitive bidding requirements of the 
Commission’s Order No. 1465, dated 
December 30, 1935, 12 PUR(NS) 9 
with respect to the issue and sale of the 
said 30,000 shares of common stock 
be and it is hereby granted. 

Section 5. That this certificate 0 
authority for the issue and sale of thé 
said 30,000 shares of common stoc 
by Potomac Electric Power Compan 
is to be understood to mean that said 
company may apply, and is required 
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under the penalties prescribed in the 
Public Utilities Commission Law of 
the District of Columbia to apply, the 
proceeds of the sale of said shares of 
common stock to the purposes specified 
in § 3 of this order and to no other 
purpose. 

Section 6. That except as the Com- 
mission may by order or orders from 
time to time permit, the board of di- 
rectors of the Potomac Electric Pow- 
er Company shall not declare or pay 
any cash dividends or make any other 
cash distribution on any shares of its 
common stock, or make any disburse- 
™@ ment for the purchase or retirement of 
Many of its common stock, during the 
period ending December 31, 1944, in 
an amount in excess of earnings avail- 
able for the payment of dividends upon 
its common stock accruing after De- 
ember 31, 1941, and during such in- 
dicated period, except for any extreme 
emergency arising out of causes be- 
yond the power of the applicant to pre- 
vent, including acts of the elements 
and of war; provided, however, that 
the amount of earnings available for 
ga the payment of dividends from time 
to time, including interim dividends, 
ga shall be determined on the basis of 
the rates of taxation on income provid- 


ed in existing revenue laws in force 
at the date of declaration of such divi- 
dends, less an adjustment to such earn- 
ings for the purpose of this calculation 
only, which, in the conservative judg- 
ment of the board of directors of the 
company will be reasonably adequate 
to reflect the probable additional tax 
liability of the company to be appli- 
cable to the earnings which are con- 
sidered as the basis for the declaration 
of any dividend on common stock. 

Section 7. That nothing in this or- 
der shall be construed as a recognition 
by this Commission of any claim of 
right which The North American 
Company may have in its holdings in 
any of the public utilities in the Dis- 
trict of Columbia. 

Section 8. That nothing in this or- 
der or in the proceedings of the Com- 
mission shall be taken or understood as 
a certification by this Commission as 
to the financial condition of Potomac 
Electric Power Company or as to its 
assets or liabilities or as to anything 
other than as expressly stated in this 
order. 

Section 9. That this order shall 
take effect immediately and remain in 
force until otherwise ordered by the 
Commission. 





FEDERAL POWER COMMISSION 


Re Niagara Falls Power Company 


[Project No. 16, Opinion No. 77.] 


WAccounting, § 48 — Federal licensee — Original cost determination. 

1. Rights to the diversion of water and the generation of power acquired 
under state law do not qualify a licensed company to have a fair value 
rather than an original cost determination under § 23 cf the Federal Power 


Act, 16 USCA § 816, p. 296. 
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Water, § 19 — Federal jurisdiction — Navigable stream — Boundary waters. 
2. The Niagara river is subject to the treaty powers as well as the common 
powers of the Federal government, since it is both a boundary water and a 
navigable stream, p. 298. 


Water, § 5 — Federal Commission jurisdiction — Termination of congressional 
resolution — Navigable waters. 
3. The Federal Water Power Act was intended to apply to Niagara Falls 
and did, therefore, terminate a congressional resolution authorizing the 
Secretary of War to issue permits to divert water from the Niagara river, 
p. 298. 


Water, § 35 — Navigable waters — Diversion for power projects. 
4. The reference in Article V of the 1910 Boundary Water Treaty to “in- 
vestments which have already been made in the construction of power plants 
on the United States side of the Niagara river under grants of authority 
from the state of New York” did not constitute a recognition and confirma- 
tion by the Federal government of the diversions of water from that river 
previously made under state law, p. 298. 


Waiver and estoppel — Federal Commission powers — Attack on validity of 
project license. 

5. The Federal Power Commission is not estopped from questioning the 
validity of the fair value provisions of a Federal power license, limited to 
portions of the project which had previously been constructed, where the 
company had been put on notice by the various resolutions passed by Con- 
gress that its transitory rights as a permittee were revocable at will, par- 
ticularly since the government is not estopped by the acts of its officers 
which go beyond their authority, p. 298. 


Waiver and estoppel — Federal Commission powers — Attack on validity of license 
— Payment of fee. 

6. That a Federal power licensee has paid approximately $1,000,000 of ad- 
ministrative fees to the Federal government under its license does not estop 
the Federal Power Commission from questioning the fair value provision 
of the license, since the amount of the fees is not affected by the use of 
actual legitimate original cost or fair value as the basis for determining net 
investment, p. 298. 


Waiver and estoppel — Attacks on validity of license — Lapse of time. 
7. That twenty years have elapsed since a Federal power license was issued 
does not estop the Federal Power Commission from questioning the validity 
of the fair value provisions of the license, p. 298. 


Valuation, § 20 — Determination of net investment — Original cost basis. 
8. The net investment in a power project must be determined on the basis 
of actual legitimate original cost under § 4 of the Federal Water Power Act, 
16 USCA § 797, where the company could not and did not qualify for a 
fair value license under § 23 of the act, 16 USCA § 816, p. 301. 


Constitutional law, § 17 — Confiscation of property — Protection of investment. 


9. No question of confiscation can arise where the actual investment in a 
power project is fully protected, p. 301. 


Water § 18 — Federal license — Nature of license. 
10. The grant of a power project license under the Federal Power Act is a 
44 PUR(NS) 292 
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gratuity, a privilege from the sovereign, and can only be justified on the 
theory of the benefit to inure to the public, p. 301. 


Valuation, § 134 — Overheads — Engineering fee. 


11. Fees paid by a Federal licensee to an engineering company for con- 
struction work on its hydraulic stations should be allowed as part of the 
original cost of the power project where the evidence shows that the chief 
engineer of the licensee approved the work on behalf of the licensee, p. 303. 


Valuation, § 226 — Property excluded — Construction of switch tracks. 
12. Charges representing the cost of switch tracks built for the convenience 


of industrial tenants and not used in electric operation should be excluded 
from the original cost of a licensed power project, p. 305. 


Valuation § 237 — Property excluded — Cost of dock. 
13. The sum representing the cost of a dock constructed by a Federal 
licensee for its tenants and not used in electric operations should be excluded 
from the original cost of a power project, p. 305. 


Valuation, § 142 — Overheads — Bond issues to pay for services. 
14. A sum representing the face amount of bonds issued by the predecessor 
of a Federal licensee to some of its stockholders and to officers and stock- 
holders of a construction company for legal services should be allowed as 
part of the original cost of the power project, p. 305. 


Valuation, § 134 — Overheads — Engineering fees. 
15. A sum representing the face amount of bonds issued by the predecessor 
of a Federal licensee to some of its stockholders and to officers and stock- 
holders of a construction company for engineering services should be al- 
lowed as part of the original cost of a power project, p. 305. 


Valuation, § 139 — Overheads — Interest during construction — Discount on 
bonds. 
16. Discount on bonds issued to pay interest on bonds previously issued can- 
not be allowed as interest during construction, p. 306. 


Valuation, § 168 — Charges to capital — Financing of subsidiary. 
17. Premiums applicable to the financing of a subsidiary of a Federal 


licensee and erroneously credited to the fixed capital accounts of the licensee 
should be excluded from the original cost of a power project, p. 306. 


Valuation, § 122 — Overheads — Removal of refuse — Items charged to operating 
expense. 
18. The cost of removal of refuse should be excluded from original cost of a 
power project since it represents operating expenses which were erroneously 
charged to fixed capital by the predecessor. of a Federal licensee and included 
in licensee’s undistributed fixed capital account on the license date, p. 306. 


Valuation, § 74 —Original cost determination — Write-ups — Intercorporate 
transactions. 
19. A sum representing a write-up placed on the books of a company result- 
ing from a splitting of the distribution facilities from the other properties 
of the predecessor of a Federal licensee should be excluded from the original 
cost of a power project, when there was an absence of arm’s-length bar- 
gaining in the transaction, which effected no change in the ownership and 
or of the property and did not, therefore, represent any investment, 
p. ‘ 
293 44 PUR(NS) 





FEDERAL POWER COMMISSION 


Valuation, § 74 — Original cost determination — Write-ups — Merger of com- 


panies. 

20. A sum representing a write-up placed on the books of the predecessor 
of a Federal licensee should be excluded from the original cost of a power 
project where the book cost of the properties was increased that amount 
upon merger of companies without any pretense of arm’s-length bargaining, 
without any additional investment, and without any change in the stock- 
holders of the property, p. 307. 


Valuation, § 131 — Original cost determination — Par value of stock of con- 


solidated companies. 

21. The original cost of a power project of a Federal licensee formed 
originally by the consolidation of other commonly owned companies should 
not include the par value of the securities issued and liabilities assumed in 
such consolidation, p. 310. 


Valuation, § 67 — Original cost determination — Statutory limitations. 


22. The cost provisions of the Federal Power Act must be taken to forbid 
inflation of costs by any device, p. 310. 


Valuation, § 410 — Original cost determination — Probative value of testimony. 


Discussion of probative value of testimony introduced on behalf of a Fed- 
eral licensee in support of its contention that the Commission should allow 
as part of original cost of a power project the amount recorded on the 
licensee’s books upon a consolidation of commonly owned companies en- 









gaged in generation and distribution of electric energy, p. 311. 
[June 9, 1942. Rehearing denied August 14, 1942.] 
ROCEEDING to determine original cost of power project; de- 


termination made. 


Certain paragraphs of order stayed, re- 


spondent ordered to show cause as to accounts, and petition for 
rehearing dented Aug. 14, 1942. 


¥ 


APPEARANCES: Randall J. Le- 
Boeuf, Jr., Lauman Martin, and Craig 
Leonard, of LeBoeuf, Machold & 
Lamb, for the licensee; D. W. Robin- 
son, Jr., General Counsel, F. R. Bell, 
John C. Kelley, Charles V. Shannon, 
and Miss N. L. Ingels, for the Com- 
mission. 


By the Commission: This matter 
involves the determination, as of 
March 2, 1921, of the amount to be 
allowed under the Federal Power Act 
as the actual legitimate original cost 
of Project No. 16 located near Niag- 
ara Falls, New York. 

This proceeding was commenced by 
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service of the staff report on licensee 
and its protest thereto. Extended 
hearings were held between June 1 
and November 1, 1939, and elaborate 
briefs were filed by counse! for both 
the licensee and the Commission. In 
addition oral argument was heard by 
the full Commission sitting en banc. 

Before disposing of the issues in 
this proceeding a brief review of the 
history of the diversion of water at 
Niagara Falls is necessary. 


Corporate History 
The Schoellkopf Development 
The first company to effect any 
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substantial use of the water at Niagara 
Falls was organized in 1878 by Jacob 
F. Schoellkopf and associates and was 
known as The Niagara Falls Hy- 
draulic Power & Manufacturing Com- 
pany. Its property, acquired by pur- 
chase and subsequent construction, 
consisted principally of a hydraulic 
canal through which water was di- 
verted from the Niagara river about 
a mile above the falls diagonally 
through what is presently the city of 
Niagara Falls to a basin on the high 
bank below the falls. 

The early operations of the com- 
pany were limited to transactions in 
real estate and the attraction of mills 
and other enterprises to sites where 
they could utilize the mechanical pow- 
er available from the water flowing 
through the hydraulic canal. Some 
crude experiments in electric genera- 
tion were made as early as 1881, but 
the water was not used for the genera- 
tion of electric power to any great ex- 
tent until 1895. 

When the New York Public Serv- 
ice Commission Law was enacted in 
1907 and the company was brought 
under regulation for the first time, the 
stockholders decided to segregate 
their distribution facilities in a new 
corporation. They accordingly or- 
ganized the Cliff Electrical Distribut- 
ing Company on or about March 15, 
1909, and by agreement of May 4, 
1909, transferred to it the distribu- 
tion facilities, power contracts and 
franchises.” 

This left the balance and bulk of the 
property in the original Schoellkopf 
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company no longer subject to the ju- 
risdiction of the state Commission. A 
second new corporation, the Hydrau- 
lic Power Company of Niagara Falls, 
was then organized on or about 
March 26, 1910, and the original 
Schoellkopf company merged into it 
pursuant to a resolution adopted three 
days later.? 


The Adams Development 


We depart from the Schoellkopf 
properties for a brief consideration of 
the upstream Adams development 
which involved a diversion of water 
from the Niagara river at a point 
above the intake to the Schoellkopf 
canal. The water thus diverted was 
dropped through shafts on water 
wheels and then carried back to the 
river through a subterranean tunnel at 
a point below the falls. 

The promoters of this development 
on or about March 31, 1886 organized 
the Niagara River Hydraulic Tunnel, 
Power and Sewer Company of Ni- 
agara Falls, New York, which name 
was subsequently changed to The Ni- 
agara Falls Power Company.2 How- 
ever, the promoters experienced con- 
siderable difficulty in financing the de- 
velopment until a group of New York 
capitalists headed by Edward Dean 
Adams became interested in 1889. 
The latter then organized the Cata- 
ract Construction Company which en- 
tered into a series of contracts with 
the Niagara Company under which 
Cataract acquired control of and 
agreed to finance the enterprise. Un- 
der these contracts Cataract received 





1As discussed under Exception 19 (a), in- 
fra, the book cost of the distribution facilities 
was written up $328,471.51 in this transfer. 

2 As set forth under Exception 19 (b), in- 
fra, the book cost of the Schoellkopf proper- 
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ties (exclusive of the distribution facilities 
previously vested in the Cliff Company) was 
written up $11,800,482.24 in this merger. 

8 Hereinafter referred to as The Niagara 
Falls Power Company (constituent). 
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stocks and bonds of the Niagara Com- 
pany in payment of its expenditures 
plus a profit thereon of 334 per cent.* 


The Consolidation of 1918 


In 1918 the need for increased pro- 
duction of electric power at Niagara 
Falls to supply essential war indus- 
tries became acute. After extended 
studies and negotiations, in which rep- 
resentatives of the Federal govern- 
ment participated, it was decided to 
consolidate the Schoellkopf companies 
with the Niagara Company so that all 
the water being diverted could be used 
through the higher head and more ef- 
ficient Schoellkopf plants. A special 
act (Chap. 596, Laws of 1918) was 
accordingly passed by the New York 
legislature authorizing the Cliff Elec- 
trical Distributing Company, the Hy- 
draulic Power Company of Niagara 
Falls, and The Niagara Falls Power 
Company (constituent) to consolidate 
“into a single new corporation.” The 
statute further provided that the initial 
capital of the consolidated company 
could equal but not exceed “the ag- 
gregate of the outstanding capital 
stocks and the surpluses, unimpaired 
reserves and undivided profits” of the 
three consolidating companies. 

The consolidation was effected and 
the present licensee was formed pur- 
suant to an agreement dated Septem- 
ber 20, 1918. 

The amounts appearing on the 
books of the three constituent compa- 





4As discussed under Exception 19 (c), in- 
fra, an intercompany profit to Cataract of 
$3,307,975.83 was thus charged to the construc- 
tion accounts of The Niagara Falls Power 
Company (constituent). 
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nies at the time of the consolidation 
were entered on licensee’s books, but 
the properties which the licensee con- 
structed after the consolidation were 
charged to its fixed capital accounts on 
the basis of actual cost. 

On March 2, 1921, the company ob- 
tained a license for this project from 
the Federal Power Commission under 
the Federal Water Power Act of 
June 10, 1920 (41 Stat. 1063). 


Licensee’s Claim of Fair Value 


[1] At the threshold we are con- 
fronted with licensee’s claim of $57,- 
315,863.14 as the fair value of this 
project on license date. Our staff ob- 
jects to the determination of fair val- 
ue and contends that we should find 
and allow the actual legitimate origi- 
nal cost of this project. 

Licensee’s claim of fair value is 
based upon the provision in Art. 9 of 
the license that “the fair value of the 
completed parts of the project as of 
the date of this license shall be deter- 
mined as early as practicable in the 
manner prescribed by the act” and the 
reference in Art. 10 of the license to 
“the determination of the fair value 
of the project already constructed to 





5 This amount is derived in Exhibit L to the 
application for license as follows: 


Property devoted to electric 








OUCPRUIONS. 565 sig ons so wrnee $60,462,230.43 
Property not devoted to elec- 

tFIC OPETALIONS 0.00000 cece 4,035,734.80 
Undepreciated total ........... $64,497,965.23 
Less depreciation ...........5- 7,182,102.09 
Fair value as of September 30, 

ID vi cvevedinecees Seasons $57,315,863.14 
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be hereafter made as provided by § 23 
of the act, 16 USCA § 816.” 

In 1930 the executive secretary ad- 
vised the licensee that the Commis- 
sion’s legal staff held that when it ap- 
plied for a license it did not possess 
the permit, right of way, or authority 
required to qualify an applicant for a 
fair value license and that consequent- 
ly the provisions in the license for a 
determination of the fair value of this 
project under § 23 are invalid and 
must be disregarded. 

The contentions of the Commis- 
sion’s legal staff and of counsel for 
the licensee in regard to the validity 
of these provisions of the license, the 
interpretation of the act, and the na- 
ture of the licensee’s rights were fully 
covered in the hearing and in oral ar- 
gument before the Commission en 
banc. 


Licensee’s State Rights 


In its application for license and at 
the hearing on such application,’ The 
Niagara Falls Power Company ex- 
pressly relied upon the rights which it 
had acquired under state law. How- 
ever, no consideration appears to have 
been given to whether such rights 
qualified the company to receive a fair 
value license under § 23. 

The language of § 23 which states 
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that “any person, association, corpo- 
ration, state, or municipality holding 
or possessing such permit, right of 
way, or authority may apply for a li- 
cense hereunder,” makes it clear that 
rights acquired under state law are 
not sufficient but that the authority re- 
ferred to must be derived from the 
Federal government. To conclude 
otherwise would mean that a state, by 
merely undertaking to construct, 
maintain, and operate a project, could 
grant itself a permit for purposes of 
§ 23. We think such conclusion un- 
tenable. It is elementary that Federal 
authority is dominant over navigable 
streams of the United States and 
boundary waters. It is obvious that 
acquiescence in the contention of the 
licensee would effect a substantial im- 
pairment of such authority. 

Moreover, the legislative history of 
the act precludes the contention which 
licensee now urges. During the Sen- 
ate debates on the bill, § 23 was 
amended to provide that nothing con- 
tained in the act shall be construed “as 
confirming or otherwise affecting any 
claim.” This amendment was offered 
by Senator Wadsworth of New York 
who explained its purpose as follows 
(59 Cong. Rec. 1482; 66th Cong. 2d 
Sess.) : 


Mr. Wadsworth. I have a diff- 





6 Section 23 provides that the act shall not 
be construed as “affecting any permit or valid 
existing right of way heretofore granted or as 
confirming or otherwise affecting any claim, 
or as affecting any authority heretofore given 
pursuant to law, but any person, association, 
corporation, state, or municipality holding or 
possessing such permit, right of way, or au- 
thority may apply for a license hereunder, 
and upon ‘such application the Commission 
may issue to any such applicant a license in 
accordance with the provisions of this part and 
in such case the provisions of this act shall 
apply to such applicant as a licensee here- 
under: Provided, that when application is 
made for a license under this section for a 
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project or projects already constructed the fair 
value of said project or projects determined 
as provided in this section, shall for the pur- 
poses of this part and of said license be deemed 
to be the amount to be allowed as the net in- 
vestment of the applicant in such project or 
projects as of the date of such license, 


7 The Commission held hearings in January, 
1921, on the application of The Niagara Falls 
Power Company and eight other applications 
to divert water from the Niagara river. 

8 Cf. Re Bellows Falls Hydro Electric Corp. 
| ai 1941) Opinion No. 60, 37 PUR(NS) 
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cult situation in mind. It is one that 
the Senator from Wisconsin has often 
spoken about—the Niagara Falls situ- 
ation. It so happens that the rights 
that those companies received there 
years and years ago, as I understand 
and recollect, came as grants from the 
state of New York; and those compa- 
nies—rightly or wrongly, I do not 
know which—have claimed, or have 
indicated that they might claim, cer- 
tain continuing rights to the diversion 
of water and the generation of power. 
It might be said that that claim has 
been a constantly pending one, but it 
never has been settled. The Niagara 
situation always has been uncertain as 
to its future for that reason. Now, I 
do not want this bill in any way to 
confirm that claim. (Italics added.) 
In view of the foregoing discussion 
of licensee’s claimed rights, it is clear 
that licensee could not qualify for a 
§ 23 license by reason of any alleged 
rights it had acquired under state law. 
It is not necessary therefore to pass 
upon the validity of such rights.® 
[2-7] The question presented for 
our determination is whether The Ni- 
agara Falls Power Company, when it 
applied for a license on July 3, 1920,?° 
possessed a valid existing Federal per- 
mit, right of way, or authority under 
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which it could at its option have con- 
tinued to operate this project without 
obtaining such license. This requires 
a brief consideration of the history of 
Federal regulation of diversions at Ni- 
agara Falls. 


Federal Regulation of Niagara River 


Since the Niagara river is both a 
boundary water and a _ navigable 
stream, it is subject to the treaty pow- 
ers as well as the commerce powers of 
the Federal government.” 


However, except for statutes of 
general application such as the Rivers 
and Harbors Act of 1899 (30 Stat. 
1121), Congress first exercised its au- 
thority in 1902" when it passed a 
statute calling upon the President to 
invite the government of Great Britain 
to form an International Commission 
of Canadian and United States mem- 
bers to investigate and report upon 
the measures necessary to regulate di- 
versions of water adjacent to the Unit- 
ed States-Canadian boundary line (32 
Stat. 331, 373). In a report dated 
March 19, 1906, the American mem- 
bers of the International Waterways 
Commission recommended the nego- 
tiation of a treaty (S. Doc. 242, 59th 
Cong. 1st Sess.).4* In transmitting 
this report to Congress, President 





8Cf. Water Power & Control Commission 
v. Niagara Falls Power Co. (1941) 262 App 
Div 460, 30 NY Supp (2d) 371; Niagara 
Falls Power Co. v. Water Power & Control 
Commission (1935) 267 NY 265, 196 NE 51, 
cert. denied (1935) 296 US 609, 80 L ed 432, 
56 S Ct 128; Lone Sault Develop. Co. v. Ken- 
nedy (1914) 212 NY 1, 105 NE 849, Ann Cas 
1915D 56. 

10 The application consisted of a letter dated 
July 1, 1920, which the record shows was re- 
ceived on July 3, 1920. 

11 Prior to passage of the Federal Water 
Power Act in 1920, numerous hydroelectric 
projects had been constructed and were being 
maintained on navigable streams under special 
statutes previously passed by Congress. See 
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Kerwin v. Federal Water Power Legislation, 
Appendix IV. : 

Similar developments on the public domain 
were authorized by permits issued by the Sec- 
retary of the Interior under the Act of Feb- 
ruary 15, 1901 (31 Stat. 790) and the Secre- 
tary of Agriculture under the Act of March 4, 
1911 (36 Stat. 1235, 1253). 

12 Niagara Falls Power Co. v. Water Pow- 
er and Control Commission, supra. 

18 The inaction of Congress has no signifi- 
cance since the rights acquired under state 
law were necessarily subject to the subsequent 
exercise of Federal authority. Union Bridge 
Co. v. United States (1907) 204 US 364, 400, 
51 L ed 523, 27-5 Ct 367. 

14 Paragraph 7 of this report significantly 
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Theodore Roosevelt suggested the en- 
actment of temporary legislation for 
the period during which the treaty was 
being negotiated (S. Doc. 434, 59th 
Cong. 1st Sess.). 

The Burton Act was accordingly 
passed on June 29, 1906 (34 Stat. 
626). It prohibited any diversions of 
water from the Niagara river unless 
authorized by permit of the Secretary 
of War thereunder. The act made 
such permits revocable at will and pro- 
vided : 

™ nothing herein contained 
shall be held to confirm, establish, or 
confer any rights heretofore claimed 
or exercised in the diversion of water 
or the transmission of power.” 

The International Boundary Wa- 
ter Treaty between the United States 
and Canada was officially proclaimed 
on May 13, 1910 (36 Stat. 2448). 
Article V of this treaty prohibited any 
diversion of water on the United 
States side of the Niagara river in 
excess of 20,000 cubic feet per second. 

On January 19, 1917, Congress 
passed the first of several joint resolu- 
tions with respect to diversions at Ni- 
agara Falls (39 Stat. 867). It au- 
thorized the Secretary of War to issue 
permits which were expressly made 
revocable at will. The resolution fur- 
ther provided: 

es nothing herein contained 
shall be held to confirm, establish, or 
confer in or upon any such permittee 
any right in or to the water which he 
is now diverting or which he may be 
authorized to divert hereunder.” 
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On July 12, 1919, Congress adopt- 
ed the last of the joint resolutions (41 
Stat. 163). It authorized the Secre- 
tary of War to issue diversionary per- 
mits, revocable at will, and provided: 

“That this resolution shall remain 
in force until the Ist day of July, 
1920, and no longer, at the expiration 
of which time all permits granted 
hereunder shall terminate, unless soon- 
er revoked, or unless the Congress 
shall before that date enact legislation 
regulating and controlling the diver- 
sions of water from the Niagara riv- 
er, in which event this resolution shall 
cease to be of any further force or ef- 
fect.” (Italics added.) 

The Federal Water Power Act be- 
came law on June 10, 1920 (41 Stat. 
1063), and being “legislation regulat- 
ing and controlling the diversions of 
water from the Niagara river’”’ it ter- 
minated the Joint Resolution of 1919. 
The permit to divert 19,500 cubic feet 
per second which The Niagara Falls 
Power Company had received on July 
28, 1919, from the Secretary of War 
under such resolution also terminated 
on June 10, 1920. 


Licensee’s Contention 


The several contentions which li- 
censee has advanced in this connection 
require brief consideration. 

It first asserts that the Federal 
Water Power Act was not intended to 
apply to Niagara Falls and it, there- 
fore, did not terminate the 1919 reso- 
lution on June 10, 1920 and the latter 
continued in full force and effect un- 





stated “that none of the diversions have been 
sanctioned by the United States Government.” 

The Burton Act and all permits issued 
thereunder expired in 1913 and until passage 
of the joint resolution in 1917 there was no 
Federal statute under which diversions at 
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Niagara Falls could be authorized. During 
the interval from 1913 to 1917 the then Sec- 
retary of War adopted the policy of tolerating 
existing diversions provided they did not ex- 
ceed the amounts previously authorized under 
the Burton Act. 
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til July 1, 1920. With this we are un- 
able to agree. While a special bill re- 
lating solely to Niagara Falls passed 
the House in an earlier Congress, it 
did not pass the Senate."® Were there 
any doubt that Congress intended the 
Federal Water Power Act to apply to 
Niagara Falls, it would be removed 
by the rejection of the many amend- 
ments which were offered for the spe- 
cific purpose of removing Niagara 
Falls from the statute.” 

Nor are we able to agree with li- 
censee’s contention that the reference 
in Art. V of the 1910 Boundary Wa- 
ter Treaty to “investments which have 
already been made in the construction 
of power plants on the United States 
side of the river under grants of au- 
thority from the state of New York” 
was a recognition and confirmation by 
the Federal government of the diver- 


sions previously made under state law. 
If this were true, there would have 
been no necessity for Congress to ex- 
tend the Burton Act. Yet the latter 
was extended on August 22, 1911 (37 
Stat. 43) and again on April 5, 1912 


(37 Stat. 631). Moreover, Art. V 
of the Treaty provides that diversions 
were to be authorized by the United 
States. No reference is made to the 
state of New York. That the omis- 
sion of the latter was not inadvertent 
is indicated by the provision in the 
same article that diversions on the 
Canadian side may be authorized by 


the Province of Ontario as well as the 
Dominion of Canada. 

Licensee next asserts that the valid- 
ity of the fair value provisions of its 
license cannot now be questioned. In 
this connection it is to be noted that 
Art. 16 of the license provides that 
the licensee shall be relieved from any 
condition therein prescribed if it shall 
be finally adjudicated in any suit or 
other proceeding thereafter brought 
“that the Federal Power Commission 
is without authority or power to im- 
pose such condition in granting a li- 
cense under similar circumstances by 
virtue of said act.” <A similar provi- 
sion relieving the government from 
any condition in the license not au- 
thorized by the statute was, of course, 
unnecessary in view of the established 
principle that the government is not 
bound or estopped by the acts of its 
officers or agents which go beyond 
their authority.” 

Moreover, there is no basis for an 
equitable estoppel in this matter. The 
provisions in the license for fair value 
were limited to portions of the project 
which had previously been construct- 
ed. The company, therefore, did not 
prejudice its position in reliance on 
such provisions as might have been 
the case had they applied to portions 
of the project to be thereafter con- 
structed. Moreover, the company had 
been put on notice by the various reso- 
lutions passed by Congress that its 





16 This bill (H.R. 20047, 64th Cong. 2nd 
Sess.) was known as the Cline Bill and under 
it the licensee would have been limited to ac- 
tual cost and would not have received the fair 
value it now claims. 

170n August 30, 1918, an amendment of- 
fered by Representative Humphreys to ex- 
clude boundary streams was rejected (65th 
Cong. 2nd Sess. 56 Cong. Rec. 9768). On 
September 5, 1918, an amendment by Repre- 
sentative (later Senator) Harrison that the 
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act should “not apply to the waters of the 
Niagara river” was also rejected (65 Cong. 
2nd Sess. 56th Cong. Rec. 1038-1046). On 
January 13, 1920, the Senate rejected a similar 
amendment that the act should “not apply to 
the waters of the St. Lawrence or Niagara 
rivers” (66 Cong. 2nd Sess. 59th Cong. Rec. 
1483 et seq. 

18 Utah Power & Light Co. v. United States 
Son ae US 389, 408-410, 61 L ed 791, 37 
S Ct 387. 
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transitory rights as a permittee were 
revocable at will.’ 

Licensee also emphasizes its pay- 
ment of approximately $1,000,000 of 
administrative fees to the Federal gov- 
ernment under the license. This is 
likewise immaterial since the amount 
of the fees is not affected by the use 
of actual legitimate original cost or 
fair value as the basis for determining 
net investment. 


Finally, licensee stresses the fact 
that twenty years have elapsed since 
the license was issued. This conten- 
tion comes with ill grace from this li- 
censee which refused for more than 
ten years to permit the Commission or 
its staff to have access to the books of 
its predecessor companies. Moreover, 
prior to the time such books were 
made available licensee was advised, 
as previously stated, that our legal 
staff questioned the validity of the fair 
value provisions of the license. 


Effect of Fatr Value Provisions 
in License 


[8-10] The above legislative his- 
tory clearly shows that although Con- 
gress authorized temporary diversions 
for limited periods under revocable 
permits, it neither intended nor grant- 
ed any permanent or vested right to 
divert water from the Niagara river. 
It is equally clear that The Niagara 
Falls Power Company did not pos- 
sess any valid existing permit, right of 
way, or authority from the Federal 
government on July 3, 1920, when it 


applied for a license under the Fed- 
eral Water Power Act. 

The company therefore could not 
and did not qualify for a fair value li- 
cense under § 23 and the net invest- 
ment in its project must be determined 
on the basis of actual legitimate origi- 
nal cost under § 4 of the act, 16 
USCA § 797. 

The contentions of the company to 
the contrary have been considered 
above and are untenable. Such con- 
tentions obtain no validity by reason 
of the license provisions which appear 
to have been predicated upon a misin- 
terpretation of the statute and furnish 
no basis for legal or equitable estoppel. 

As previously stated, a full oppor- 
tunity to present its contentions has 
been afforded licensee, the hearing 
having been reopened for that purpose 
and oral argument having been heard 
by the Commission en banc. How- 
ever, no evidence of compelling pro- 
bative value was offered in support of 
licensee’s contention that fair value is 
the basis of determining net invest- 
ment in this project. 

However, if we considered that the 
fair value provisions of the license 
were valid, the same result would ob- 
tain under the facts here presented, 
actual investment being the best evi- 
dence of value.” Moreover, Congress 
expressly provided in § 14 of the act, 
16 USCA § 807 that the net invest- 
ment in a licensed project “shall not 
include or be affected by the 





18In Sanitary District v. United States 
(1925) 266 US 405, 431, 69 L ed 352, 45 S Ct 
176, the United States sought to enjoin the 
withdrawal of water from Lake Michigan in 
excess of a specified amount and the company 
relied upon permits previously issued by the 
Secretary of War permitting a greater diver- 
sion. In disposing of this contention, the Su- 
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preme Court said that the attempt to found a 
defense upon the permits, which were revoca- 
ble at will, was “too futile to need reply.” 

20 Cf. California R. Commission v. Pacific 
Gas & E. Co. (1938) 302 US 388, 82 L ed 319, 
21 PUR(NS) 480, 58 S Ct 334; Re Chicago 
District Electric Generating Corp. (FedPC 
1941) Opinion No. 63, 39 PUR(NS) 263. 
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license or by good will, going value, 
or prospective revenues.’*! 

Where the actual investment in the 
project is fully protected there cer- 
tainly can be no question of confisca- 
tion. As the Supreme Court held in 
Federal Power Commission v. Nat- 
ural Gas Pipeline Co. (1942) 315 US 
—, 86 L ed —, 42 PUR(NS) 129, 
138, 62 S Ct 736, we are not bound 
“to the service of any single formula 
or combination of formulas” but are 
free “within the ambit of [our] statu- 
tory authority, to make the pragmatic 
adjustments which may be called for 
by particular circumstances.” 

Under all the circumstances exist- 
ing in connection with this project, in- 
cluding the history of diversions at 
Niagara Falls, and the profits derived 
from such diversions, equity and good 
conscience compel the conclusion that 
the net investment in this project 
should be determined on the basis of 
actual legitimate original cost. The 
‘grant of a license under the act “is a 
‘gratuity, a privilege from the sover- 
eign, and can only be justified on the 
theory of the benefit to inure to the 
public.” ” 





21In view of this statutory prohibition 
against capitalization of the license it might 
be argued that the fair value of this project 
could not exceed its salvage value since it was 
being operated without any Federal author- 
ization. 

22Clarion River Power Co. v. Smith, 61 
App DC 186, 188, PUR1932E 149, 153, 59 F 
(2d) 861, 863, cert. denied (1932) 287 US 639, 
77 L ed 553, 53 S Ct 88. 


Fixed capital transferred to licensee in 1918 con- 
i .. $35,170,520.51 $15,827,825.21 $19,342,695.30 
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We proceed to make that determi- 
nation in accordance with the statute. 


Book Cost of Fixed Capital in 
Service on License Date 

When the necessary books and rec- 
ords were finally made available in 
1931, our staff made an accounting 
examination and engineering analysis 
of the properties and accounts of li- 
censee, its predecessors, and their af- 
filiates. The results of these studies 
were embodied in a staff report in 
which $44,453,868.68 was determined 
to be the company’s book cost of all 
fixed capital in service on license date, 
March 2, 1921. 

This total included $35,170,520.51 
which had been entered on the books 
of the three constituent companies pri- 
or to the 1918 consolidation and was 
transferred to licensee’s books at that 
time. That amount was accordingly 
analyzed by the staff to determine the 
portion representing actual cost to the 
constituent companies and their af- 
filiates. 

The $9,283,348.17 balance of the 
recorded cost of fixed capital in serv- 
ice on March 2, 1921, represented con- 
struction undertaken by licensee after 
the 1918 consolidation. 

Based on the staff analysis and ex- 
amination the report recommended 
that we approve $22,573,458.07 of 
the $44,453,868.68 book cost of all 
fixed capital in service on license date. 
The balance of $21,880,410.61 was 
suspended as follows: 


Book Cost of 
Fixed Capital Recommended 
in Service on for 
Approval 


March 2, 1921 Suspended 


Fixed capital constructed by licensee after 1918 


consolidation 
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Upon consideration of the record 
including the recommendations of the 
staff, we find and allow the $22,573,- 
458.07 which was not suspended in 
the staff report. 

The balance of $21,880,410.61 is 
represented by 19 exceptions which 
will be discussed in numerical order. 


Exception No. 1—Organization 
Expense—$144,401.40 


The $144,401.40 suspended by this 
exception consists of $100,000 of le- 
gal fees and $44,401.40 of appraisal 
expenses which licensee charged to Ac- 
count 301, Organization Expense. At 
the hearing licensee agreed that $2,- 
500 of the legal fees pertained to the 
issuance of a mortgage and bonds and, 
therefore, represented a financial cost 
not includible in Account 301.  Li- 
censee further conceded that $20,000 
of the appraisal expense was applica- 
ble to its nonproject property and in- 
vestments. 

We accordingly dispose of this ex- 
ception by allowing $121,901.40 and 
disallowing $22,500. 


Exception No. 2—Rock Excavation 
—Canal Basin, Station 3-B—$481,- 
724.86 


Exception No. 3—Canal Improve- 
ments—Excavation, Station 3-B— 
$1,301,772.32. 


The $481,724.86 cost of excava- 
tion in the canal basin and the $1,- 
301,772.32 cost of excavation in the 
hydraulic canal were charged by li- 
censee to Account 316, Waterways. 
These charges were suspended by Ex- 
ceptions 2 and 3, respectively, because 
the unit costs of such work appeared 
unreasonably high. Upon considera- 
tion of the extensive evidence intro- 
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duced by licensee in support of these 
items we find and allow the costs as 
reasonable. 


Exception No. 4—Commissions— 
Read-Coddington Engineering 
Company—$24,223.57 
[11] This exception suspends $24,- 

223.57 of the fees paid by licensee to 
Read-Coddington Engineering Com- 
pany for construction work on Hy- 
draulic Station 3-B. The amount was 
questioned to determine whether Ross 
R. Coddington of the Construction 
Company passed upon the work on be- 
half of the licensee, of which he was 
general superintendent. The contrary 
appears from the evidence which 
shows that John L. Harper, chief en- 
gineer of licensee, approved the work 
on its behalf. We accordingly allow 
the amount suspended by this excep- 
tion. 


Exception No. 5—Drilling and Shoot- 
ing Rock—Foot of Sugar Street— 
$31,359.63 
The $31,359.63 cost of drilling and 

shooting rock at the foot of Sugar 

street was charged by licensee to Ac- 
count 314, Reservoirs, Dams, and In- 
takes. It was suspended by the staff 
because the work appeared to have 
been in connection with providing a 
channel to the Iroquois Dock which 
is not used in licensee’s electric opera- 
tions. This was denied at the hear- 
ing by licensee’s witness who testified 
that the work was undertaken to pro- 
vide a deeper channel to the intake of 
the hydraulic canal at Port Day and 
thus apply the additional water to be 
required by Station 3-B then under 
construction as well as improve ice 
conditions during the winter months. 
The witness further testified that the 
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work was stopped before completion 
when it was decided to concentrate on 
extending and enlarging the main 
channel leading into the river from 
the entrance to the hydraulic canal. In 
view of the foregoing, we find that 
the cost of this work should be trans- 
ferred to a suspense account pending 
its completion or definite abandon- 
ment. 


Exception No. 6—Alexander Hamil- 
ton Institute Business Course— 


$136.00 


Exception No. 7—Experimental Me- 
ter Equipment —$169.45 


There is no dispute that the amounts 
suspended by these exceptions should 
be disallowed. The $136 cost of an 
Alexander Hamilton business course 
should have been charged to general 
expenses instead of being included in 
licensee’s Account 362, General Of- 
fice Equipment. The $169.45 cost of 
experimental meter equipment used in 
connection with proposed new power 
rates was an operating expense and 
should not have been charged to li- 
censee’s Account 390, Engineering 
and Superintendence during Construc- 
tion. 


Exception No. 8—lInterest during 
Construction—$2 024,470.89 


Exception No. 9—Land—$1,311,- 
029.25 


Upon consideration of the present 
record we find that it is insufficient to 
enable us to dispose of these excep- 
tions which are accordingly reserved 
for further investigation and future 
disposition. 


Exception No. 10—Capital in Other 
Departments—$112,534.21 


The amount suspended by this ex- 
ception was included in_licensee’s 
F. P. C. Account No. 397, Undistrib- 
uted Fixed Capital, on license date, 
and consists of (1) $1,469 recorded 
on the books of The Niagara Falls 
Power Company (constituent) as in- 
tangible capital in other departments, 
and (2) $21,437.59 and $89,627.62 
recorded on the books of the Hydrau- 
lic Power Company of Niagara Falls 
and The Niagara Falls Power Com- 
pany (constituent), respectively, as 
tangible capital in other departments. 
These charges were suspended by the 
staff since they did not appear to have 
any connection with electric opera- 
tions. Although given ample notice 
and full opportunity to do so, licensee 
did not introduce any evidence with 
respect to this exception which we 
must therefore disallow. 


Exception No. 11—Niagara Mills Im- 
Proment Account—$24,544.44— 
Fattory Building—North End— 
$7,238.29—Second Street Property 
—$32,212,67 


These items were charged to fixed 
capital by the Hydraulic Power Com- 
pany of Niagara Falls and were in- 
cluded in licensee’s Account 397, Un- 
distributed Fixed Capital, on license 
date. The charges were suspended by 
the staff because from all information 
available they appeared to relate to 
property not devoted to electric oper- 
ations. Although licensee had ample 
notice and full opportunity to meet the 
staff’s objection it failed to introduce 
any evidence upon which we can allow 
these charges which are therefore dis- 
allowed. 
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Exception No. 12—North End Switch 
Tracks — $8,003.69 — Electrifying 
Mill Switch Tracks—$8.36—Col- 
lege Avenue Switch Tracks—$1,- 
306.37 
[12] The first item of $8,003.69 

suspended by this exception consists of 

(1) $3,595,22 charged to fixed capi- 

tal by the Hydraulic Power Company 

of Niagara Falls and included in li- 

censee’s Account 397, Undistributed 

Fixed Capital, on license date; (2) 

$4,231.38 charged by licensee to Ac- 

count 332, Transmission Structures; 
and (3) $177.09 charged by licensee 
to Account 339, Transmission Un- 
derground Conductors. The second 
item of $8.36 and the third item of 
$1,306.37 suspended by this exception 
were charged to fixed capital by the 

Hydraulic Power Company of Niag- 

ara Falls and included in licensee’s 

Account 397, Undistributed Fixed 

Capital, on license date. 

The record shows, without conflict, 
that these charges represent the cost 
of switch tracks built for the conven- 
ience of industrial tenants and not 
used in electric operations. The 
amounts suspended by this exception 
are accordingly disallowed. 


Exception No. 13—Iroquois Dock— 
$12,537.10 

[13] The $12,537.10 suspended by 
this exception represents the cost of a 
dock constructed by licensee for its 
tenants and admittedly not used in elec- 
tric operations. This item which 
was charged by licensee to Account 
385, Miscellaneous Land, must also 
be disallowed. 


Exception No. 14—Flour Mill Pur- 
chase Account—$650,000.00 

Licensee’s Account 397, Undistrib- 

[20] 
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uted Fixed Capital, included on license 
date a charge of $650,000 represent- 
ing the principal amount of bonds giv- 
en by The Niagara Falls Hydraulic 
Power & Manufacturing Company 
(predecessor of Hydraulic Power 
Company of Niagara Falls) in pur- 
chasing certain mill buildings, real es- 
tate, and water rights in 1900. The 
record shows, without dispute, that the 
buildings were used for nonproject 
purposes and do not represent electric 
fixed capital. Licensee’s witness testi- 
fied, however, that the lands on which 
the buildings stood were acquired for 
the project, but licensee failed to in- 
troduce any evidence upon which we 
can determine the portion of this item 
to be allowed. Since licensee has thus 
failed to support its burden of proof, 
we would be justified in disallowing 
this item in its entirety. But to in- 
sure that we allow every dollar which 
has been actually invested in this proj- 
ect, we will reserve this item for fu- 
ture determination along with the land 
items suspended by Exception No. 9. 


Exception No. 15—Bonds Issued to 
Promoters—$174,000.00 


[14, 15] Licensee’s Account 397, 
Undistributed Fixed Capital, included, 
on license date, a charge of $174,000 
representing the face amount of bonds 
issued by The Niagara Falls Power 
Company (constituent) in 1890 to 
eleven of its stockholders and to three 
officers and stockholders of the Cata- 
ract Construction Company for legal, 
engineering, and other services. Upon 
consideration of the record we allow 
the amount suspended by this excep- 
tion. 
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Exception No. 16—Debt Discount 
and Expense—$97,673.48 


[16,17] The Niagara Falls Pow- 
er Company (constituent) charged 
Fixed Capital with $113,800 for dis- 
count on bonds issued to pay interest 
and credited Fixed Capital with $16,- 
126.52 for net premiums applicable 
to financing of its subsidiary, the Ca- 
nadian-Niagara Power Company, Ltd. 
Neither the charge nor the credit is 
proper. Discount on bonds issued to 
pay interest on bonds previously is- 
sued cannot be allowed as Interest 
during Construction and the fixed 
capital accounts of The Niagara Falls 
Power Company (constituent) should 
not have been credited with the pre- 
miums applicable to its subsidiary. 

We accordingly disallow the net 
charge to Fixed Capital of $97,673.48 
which was included in licensee’s Ac- 
count 397, Undistributed Fixed Capi- 
tal, on license date and was questioned 
by this exception. 


Exception No. 17—Capital Stock for 
Cash—$3,600.00 


Upon consideration of the record 
we allow the $3,600 suspended by this 
exception. 


Exception No. 18—Removal of Ref- 
use—$272.40—Carbide Refuse Ac- 
count— $262.65 
[18] The items suspended by this 

exception are disallowed. They rep- 

resent operating expenses which were 
erroneously chargd to Fixed Capital 
by The Niagara Falls Power Company 

(constituent) and were included in 

licensee’s Account 397, Undistribut- 

ed Fixed Capital, on license date. 


Exception No. 19(a)—Write-up on 
Books of Cliff Electrical Distribut- 
ing Company—$328,471.51 


[19] The $328,471.51 questioned 
by this exception was included in li- 
censee’s Account 397, Undistributed 
Fixed Capital, on license date, as part 
of the book cost of the Fixed Capital 
of the Cliff Electrical Distributing 
Company which the licensee acquired 
in the 1918 consolidation. This 
amount was questioned by the staff 
since it represents a write-up placed 
on the books of the Cliff Company 
when the Schoellkopf distribution fa- 
cilities were transferred to it in 1910. 

As heretofore stated, the electrical 
distribution facilities along with the 
other Schoellkopf properties were or- 
iginally owned by the Niagara Falls 
Hydraulic Power & Manufacturing 
Company but when the New York 
Public Service Commission Law was 
enacted in 1907 the Schoellkopfs de- 
cided to divorce their distribution fa- 
cilities, which subjected them to regu- 
lation, from the balance of their prop- 
erty. 

The Cliff Electrical Distributing 
Company was accordingly organized 
on or about March 15, 1909, and the 
distribution facilities, franchises, and 
power contracts were transferred to it 
on January 1, 1910, under an agree- 
ment dated May 4, 1909. As consid- 
eration for this transfer, the Niagara 
Falls Hydraulic Power & Manufac- 
turing Company received $590,000 
face value of Cliff bonds, $250,000 
par value of Cliff stock, and $172.63 
cash or a total of $840,172.63.* 


The total consideration was com- 





23 The Niagara Falls Hydraulic Power & 
Manufacturing Company retained the $590,000 
of Cliff bonds as an investment but distributed 
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the $250,000 of Cliff stock to its stockholders, 
accounting for the latter as a dividend pay- 
ment on its books. 
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posed of two items: (1) for the 
properties in service on May 4, 1909, 
the date of the agreement, Cliff was 
charged $750,000, which was $328,- 
471.51 in excess of the book cost of 
such properties to the original Schoell- 
kopf company; and (2) for the prop- 
erty additions between May 4, 1909, 
the date of the agreement, and Janu- 
ary 1, 1910, the date of transfer, Cliff 
was charged $90,172.63, which was 
actual cost. 

The record clearly shows that there 
was no semblance of arm’s-length bar- 
gaining in this transaction which ef- 
fected no change in the ownership and 
control of the property. The $328,- 
471.51 of inflation thus written on the 
books of the Cliff Company did not 
represent any investment and in ac- 
cordance with our decisions™ must be 
disallowed. 

In thus disposing of this exception 
we are not unmindful of the fact that 
the New York Public Service Com- 
mission permitted the Cliff Company 
to charge its property accounts with 
$94,992.89 of the $328,471.51 which 
we are disallowing. However, such 
Commission action was based upon an 
estimate by its staff engineer of the 
reproduction cost less accrued depre- 
ciation of the property. Moreover, 
while we give every consideration to 
the determinations of other regula- 
tory Commissions, we must exercise 
our independent judgment in discharg- 
ing our obligations under the Federal 
Power Act.* 


Exception No. 19(b)—Write-up on 
Books of Hydraulic Power Com- 
pany of Niagara Falls—$11,800,- 
482.24 


[20] The $11,800,482.24 ques- 
tioned by this exception was included 
in licensee’s Account 397, Undistrib- 
uted Fixed Capital, on license date as 
part of the book cost of the fixed cap- 
ital which ‘licensee acquired from the 
Hydraulic Power Company of Niag- 
ara Falls in the 1918 consolidation. 
This amount was suspended since it 
represents a write-up placed upon the 
books of the Hydraulic Company 
shortly after it was organized in 1910. 

The transfer of the distribution fa- 
cilities to the Cliff Company, discussed 
under the last exception, left the bal- 
ance and greater part of the Schoell- 
kopf properties in their original com- 
pany, the Niagara Falls Hydraulic 
Power & Manufacturing Company, 
which was no longer subject to the 
jurisdiction of the New York Public 
Service Commission. The Hydraulic 
Power Company of Niagara Falls was 
then organized on or about March 26, 
1910, and pursuant to a resolution 
adopted three days later the original 
Schoellkopf company was merged into 
the new corporation. In this merger 
the new company issued $2,500,000 
principal amount of bonds and $12,- 
000,000 par value of stock or $14,- 
500,000 of securities in exchange for 
the $500,000 of stock of the original 
Schoellkopf‘company. 

As the record clearly shows, the 





24 Re Alabama Power Co. 1 Fed PC 25, 31, 
PUR1932D 345; Re Chelan Electric Co. 1 
Fed PC 102, 108, PUR1933E 332; Re Louis- 
ville Hydro-Electric Co. (1933) 1 Fed PC 
130, 136, 1 PUR(NS) 454; Re Lexington 
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Water Power Co. (1937) 1 Fed PC 430, 473; 
yaaa Power Co. (1941) 41 PUR(NS) 


25 Re Louisville Hydro-Electric Co., supra, 
note 24, 


44 PUR(NS) 





x 


FEDERAL POWER COMMISSION 


book cost of the Schoellkopf proper- 
ties (exclusive of the distribution fa- 
cilities previously transferred to the 
Cliff Company) was increased $11,- 
800,482.24 in this merger, without any 
pretense at arm’s-length bargaining, 
without a dollar of additional invest- 
ment and without any change in the 
stockholders or the property. 

In explanation of the issuance of 
$5,800 of the new company’s securi- 
ties* for every $200 of stock of the 
original Schoellkopf company—an in- 
crease of 2,800 per cent—the resolu- 
tion under which the merger was ef- 
fected recited that: “. because 
of the unfailing supply of water from 
the Great Lakes, and the great head 
under which power can be developed, 
The Niagara Falls Hydraulic Power 
& Manufacturing Company is the 
owner of what the directors of this 
corporation believe to be the most val- 
uable water power in the world, with 
an immediate net earning capacity of 
upwards of $500,000 per annum, with 
the use of about one-half of its water 
rights, under the act of the legislature 
of the state of New York, and a po- 
tential earning capacity of stil great- 
er amount.” (Italics added. ) 

In other words, having erroneously 
assumed ownership of the water pow- 
er inherent in the waters of Niagara*’ 
and having effectively removed their 
activities from public regulation, the 
Schoellkopfs wrote up the book costs 
of their properties to the extent which 
their unregulated future profits ap- 
peared to justify. 


A more flagrant example of out- 
right inflation has seldom come be- 
fore us. We would be remiss in our 
duty if we permitted any portion of 
this $11,800,482.24 to be reflected in 
licensee’s property accounts as an in- 
vestment in this project. 

The $11,800,482.24 suspended by 
this exception is accordingly disal- 
lowed. 


Exception No. 19(c)—Write-up on 
Books of The Niagara Falls Power 
Company (constituent )—$3,307,- 
975.83 
The $3,307,975.83 suspended by 

this exception was included in licens- 

ee’s Account 397, Undistributed Fixed 

Capital, on license date as part of the 

book cost of the fixed capital which 

licensee acquired from The Niagara 

Falls Power Company (constituent) 

in the 1918 consolidation. This 

amount was suspended since it repre- 
sents an intercompany profit paid to 
the Cataract Construction Company 
which had 100 per cent ownership and 
control of The Niagara Falls Power 

Company (constituent). 

Cataract was organized by a group 
of New York capitalists headed by 
Edward Dean Adams in 1889 and 
thereafter entered into a series of five 
contracts with The Niagara Falls 
Power Company (constituent). Un- 
der these contracts Cataract acquired 
control of and agreed to finance the en- 
terprise, receiving stocks and bonds 
of the Niagara Company in payment 
for its expenditures plus a profit there- 
on of 334 per cent. 





oe Consisting of $4,800 of stock and $1,000 
re) 

etn United States v. Chandler-Dunbar 
Water Power Co. (1913) 229 US 53, 69, 57 
L ed 1063, 33 S Ct 667, the Supreme Court 
said: “. . . that the running water in a 


great navigable stream is capable of private 
ownership is inconceivable.” 

28 Before its name was changed in 1889, this 
company was known as the Niagara River 
Hydraulic Tunnel, Power and Sewer Com- 
pany of Niagara Falls, New York. 
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Under this arrangement the inter- 
company profit of $3,307,975.83, sus- 
pended by this exception, was paid to 
Cataract and charged to the construc- 
tion accounts of The Niagara Falls 
Power Company (constituent). This 
total is composed of the following 
items : 


1. Profit on land transactions 
2. Profit 

tion 
3. Profit on transmission line .. 
4. a on inter-company 


.. $1,252,250.00 
on plant construc- 
1,842,559.49 


284,851.55 
14,538.79 


$3,307,975.83 
Each of these items requires brief comment. 


1. Profit on Land Transactions— 
$1,252 ,250.00 

Cataract acquired title to 1,237 
acres of land at a recorded cost of 
$400,388.35. . Pursuant to the con- 
tractual arrangements it then sold the 
land to the Niagara Company at an 
“agreed valuation” of $2,437,000 re- 
ceiving $1,996,400 par value of Niag- 
ara Company stock and $440,600 face 
value of Niagara Company bonds.” 

The entire amount of $2,437,000 
was charged to the construction ac- 
counts of the Niagara Company as 
cost of the land but it thereafter trans- 
ferred 535 of the 1,237 acres to two 
of its affiliates. In so doing $744,150 
of the inflation was eliminated from 
the Niagara Company’s construction 
accounts, but the $1,252,250 balance 
of the intercompany profit paid to 
Cataract remained in such accounts. 


2. Profit on Plant Construction—$1,- 
842,559.49 


on Transmission Line— 


$284,851.55 


As it did on the land transactions, 
Cataract received a profit on the con- 
struction of the plant and the trans- 
mission line in the amounts of $1,- 
842,559.49 and $284,851.55, respec- 
tively. These intercompany profits 
also remained in the construction ac- 
counts of The Niagara Falls Power 
Company (constituent). 


3. Profit 


4. Interest on Inter-company Profits 
—$14,538.79 


In addition to reimbursement of its 
expenditures and a 334 per cent profit 
thereon, Cataract received a total of 
$548,094.83 for interest.** As com- 
puted in the staff report, $14,538.79 
of that amount represents interest on 
the intercompany profits of Cataract, 
thus in effect compounding the profits. 


5. Adjustment for Discount on Bonds 
—($86,224.00) 


The Niagara Company bonds issued 
to Cataract were sold by the latter at 
a total discount of $899,190.90. Al- 
though they were 40-year bonds they 
were not issued for 34 years after they 
were authorized, 364 years being the 
time they were actually outstanding. 
Using 34 years as the construction 
period, 34/364 of the total discount 
of $899,190.90 or $86,244 is the prop- 





28 This amount was computed as follows: 


1,200 acres upland @ $2,000 per 
acre $2,400,000 

37 acres under water @ $1,000 
37,000 


$2,437,000 


80 Cataract recorded the $1,996,400 of stock 
as a profit on its books. 
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81 The book cost of the 535 acres to the 
Niagara Company was $165,850 and since it 
received $910,000 par value of stock from its 
affiliates for these lands, the difference of 
$744,150 represents inflation thus eliminated 
from the Niagara Company’s construction ac- 
counts. 

$2 This was in addition to the interest paid 
on the Niagara Company bonds which Cataract 
received. 
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book cost of the Schoellkopf proper- 
ties (exclusive of the distribution fa- 
cilities previously transferred to the 
Cliff Company) was increased $11,- 
800,482.24 in this merger, without any 
pretense at arm’s-length bargaining, 
without a dollar of additional invest- 
ment and without any change in the 
stockholders or the property. 

In explanation of the issuance of 
$5,800 of the new company’s securi- 
ties*® for every $200 of stock of the 
original Schoellkopf company—an in- 
crease of 2,800 per cent—the resolu- 
tion under which the merger was ef- 
fected recited that: “. because 
of the unfailing supply of water from 
the Great Lakes, and the great head 
under which power can be developed, 
The Niagara Falls Hydraulic Power 
& Manufacturing Company is the 
owner of what the directors of this 
corporation believe to be the most val- 
uable water power in the world, with 
an immediate net earning capacity of 
upwards of $500,000 per annum, with 
the use of about one-half of its water 
rights, under the act of the legislature 
of the state of New York, and a po- 
tential earning capacity of still great- 
er amount.” (Italics added. ) 

In other words, having erroneously 
assumed ownership of the water pow- 
er inherent in the waters of Niagara®’ 
and having effectively removed their 
activities from public regulation, the 
Schoellkopfs wrote up the book costs 
of their properties to the extent which 
their unregulated future profits ap- 
peared to justify. 


A more flagrant example of out- 
right inflation has seldom come be- 
fore us. We would be remiss in our 
duty if we permitted any portion of 
this $11,800,482.24 to be reflected in 
licensee’s property accounts as an in- 
vestment in this project. 

The $11,800,482.24 suspended by 
this exception is accordingly disal- 
lowed. 


Exception No. 19(c)—Write-up on 
Books of The. Niagara Falls Power 
Company (constituent )—$3,307,- 
975.83 
The $3,307,975.83 suspended by 

this exception was included in licens- 

ee’s Account 397, Undistributed Fixed 

Capital, on license date as part of the 

book cost of the fixed capital which 

licensee acquired from The Niagara 

Falls Power Company (constituent) 

in the 1918 consolidation. This 

amount was suspended since it repre- 
sents an intercompany profit paid to 
the Cataract Construction Company 
which had 100 per cent ownership and 
control of The Niagara Falls Power 

Company (constituent). 

Cataract was organized by a group 
of New York capitalists headed by 
Edward Dean Adams in 1889 and 
thereafter entered into a series of five 
contracts with The Niagara Falls 
Power Company (constituent).** Un- 
der these contracts Cataract acquired 
control of and agreed to finance the en- 
terprise, receiving stocks and bonds 
of the Niagara Company in payment 
for its expenditures plus a profit there- 
on of 334 per cent. 





26 Consisting of $4,800 of stock and $1,000 
bonds 


27In United States v. Chandler-Dunbar 
Water Power Co. (1913) 229 US 53, 69, 57 
L ed 1063, 33 S Ct 667, the Supreme Court 
said: “. . . that the running water in a 
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great navigable stream is capable of private 
ownership is inconceivable.” : 

8 Before its name was changed in 1889, this 
company was known as the Niagara River 
Hydraulic Tunnel, Power and Sewer Com- 
pany of Niagara Falls, New York. 
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Under this arrangement the inter- 
company profit of $3,307,975.83, sus- 
pended by this exception, was paid to 
Cataract and charged to the construc- 
tion accounts of The Niagara Falls 
Power Company (constituent). This 
total is composed of the following 
items : 

1. Profit on land transactions .. $1,252,250.00 
2. Profit on plant  construc- 
1,842,559.49 


tion 
3. Profit on transmission line .. 284,851.55 
14,538.79 


4. Interest on  inter-company 


$3,307,975.83 
Each of these items requires brief comment. 


1. Profit on Land Transactions— 
$1,252,250.00 


Cataract acquired title to 1,237 
acres of land at a recorded cost of 
$400,388.35. _ Pursuant to the con- 
tractual arrangements it then sold the 
land to the Niagara Company at an 
“agreed valuation” of $2,437,000” re- 
ceiving $1,996,400 par value of Niag- 
ara Company stock and $440,600 face 
value of Niagara Company bonds. 

The entire amount of $2,437,000 
was charged to the construction ac- 
counts of the Niagara Company as 
cost of the land but it thereafter trans- 
ferred 535 of the 1,237 acres to two 
of its affiliates. In so doing $744,150 
of the inflation was eliminated from 
the Niagara Company’s construction 
accounts,®! but the $1,252,250 balance 
of the intercompany profit paid to 
Cataract remained in such accounts. 


2. Profit on Plant Construction—$1,- 
842,559.49 


3. Profit on Transmission Line— 


$284,851.55 


As it did on the land transactions, 
Cataract received a profit on the con- 
struction of the plant and the trans- 
mission line in the amounts of $1,- 
842,559.49 and $284,851.55, respec- 
tively. These intercompany profits 
also remained in the construction ac- 
counts of The Niagara Falls Power 
Company (constituent). 


4. Interest on Inter-company Profits 
—$14,538.79 


In addition to reimbursement of its 
expenditures and a 334 per cent profit 
thereon, Cataract received a total of 
$548,094.83 for interest.** As com- 
puted in the staff report, $14,538.79 
of that amount represents interest on 
the intercompany profits of Cataract, 
thus in effect compounding the profits. 


5. Adjustment for Discount on Bonds 
—($86,224.00) 


The Niagara Company bonds issued 
to Cataract were sold by the latter at 
a total discount of $899,190.90. Al- 
though they were 40-year bonds they 
were not issued for 34 years after they 
were authorized, 363 years being the 
time they were actually outstanding. 
Using 34 years as the construction 
period, 34/364 of the total discount 
of $899,190.90 or $86,244 is the prop- 





29 This amount was computed as follows: 


1,200 acres upland @ $2,000 per 
$2,400,000 


37,000 


$2,437,000 


30 Cataract recorded the $1,996,400 of stock 
as a profit on its books. 
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81 The book cost of the 535 acres to the 
Niagara Company was $165,850 and since it 
received $910,000 par value of stock from its 
affiliates for these lands, the difference of 
$744,150 represents inflation thus eliminated 
from the Niagara Company’s construction ac- 
counts. 

82 This was in addition to the interest paid 
on the Niagara Company bonds which Cataract 
received. 
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er allowance in interest during con- 
struction for discount on the bonds. 

The intercompany profits, totaling 
$3,307,975.83 paid to Cataract, were 
included in licensee’s Account 397, 
Undistributed Fixed Capital, on li- 
cense date, as part of the book cost of 
the fixed capital which licensee ac- 
quired from The Niagara Falls Pow- 
er Company (constituent) in the 1918 
consolidation. 


While the Adams development may 
be considered a pioneering undertak- 
ing, its promoters were amply reward- 
ed by the profits derived from its op- 
erations. There being no dispute that 
the $3,307,975.83 suspended by this 
exception represents an intercompany 
profit, it must be disallowed. 


Effect of the 1918 Consolidation 
[21, 22] The principal contention 


which licensee advances in this con- 
nection is that it is a new corporation 
formed by the consolidation in 1918 
of the Hydraulic Power Company of 
Niagara Falls, the Cliff Electrical Dis- 
tributing Company, and The Niagara 
Falls Power Company (constituent), 
and that the par value of the securities 
issued and liabilities assumed in such 
consolidation is the cost to licensee of 
the properties of the predecessor com- 
panies. Licensee further contends 
that we must allow the amounts en- 
tered on its books as ‘fixed capital in 
the consolidation and cannot inquire 
into whether such amounts represent 
actual investment or inflation by the 
predecessor companies. 

In support of this contention, li- 
censee asserts that the Schoellkopf 
companies and the Niagara Company 
were unaffiliated competitors and the 
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consolidation was therefore an arm’s- 
length transaction. 

While we recognize the significance 
to be attached to the values finally 
agreed upon in a transaction between 
unaffiliated parties who have bar- 
gained extensively at arm’s length, we 
cannot agree with licensee’s conten- 
tion under the facts here presented. 

The statute (Chap. 596, Laws of 
1918) under which the consolidation 
was effected was rushed through the 
New York legislature as an emergency 
war measure to increase the output 
of electric power at Niagara Falls by 
utilizing the entire diversion through 
the higher head and more efficient 
Schoellkopf plant. As the record 
clearly shows, no valuation of the 
properties of the consolidating com- 
panies was made or attempted by the 
legislature. Nor was any valuation 
made by the New York Public Service 
Commission.* 

The statute provided that the initial 
capital of the consolidated company 
could equal but not exceed “the aggre- 
gate of the outstanding capital stocks 
and the surpluses, unimpaired reserves 
and undivided profits” of the consol- 
idating corporations. The Schoell- 
kopf companies and the Niagara Com- 
pany were thus able to maintain intact 
the amounts recorded on their books 
including the inflation. previously dis- 
cussed. Neither group therefore had 
any occasion or incentive to scrutinize 
the other’s property accounts and the 
consolidation cannot be considered an 
arm’s-length transaction. 





88 The New York Commission construed its 
authority under the special act as being lim- 
ited to an audit of the books of the consolidat- 
ing companies “to ascertain the amount of the 
companies’ capital stocks, surpluses, unim- 
paired reserves, and undivided profits.” 
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The record further shows that at 
the time of the consolidation consid- 
eration was given to the possibility 
that the consolidated corporation 
might thereafter contend that the se- 
curities issued in the consolidation rep- 
resented a valuation of the properties 
transferred from the constituent com- 
panies. The then governor of New 
York, Charles Seymour Whitman, 
held extended hearings in which the 
New York Public Service Commission 
participated. For the purpose of pre- 
cluding the very contention which li- 
censee now urges, Governor Whitman 
did not sign the bill authorizing the 
consolidation until each of the consol- 
idating companies had solemnly stipu- 
lated in writing that “the consolidated 
company, its successors or assigns, 
would at no time in the future make 
the claim before the Public Service 
Commission or other rate-making au- 
thority that the capitalization author- 
ized by the bill is or shall be 
considered as in any respect control- 
ling with regard to rates.” 

A principal purpose of this inquiry 
is the determination of the basis for 
fixing rates. If we should refuse to 
go behind the consolidation to deter- 
mine the actual investment in this 
project, we would thus be nullifying 
the stipulation which was the sine qua 
non of the governor’s approval of the 
special statute under which the consol- 
idation was effected. 

Moreover, apart from the stipu- 
lation, we would have to determine ac- 
tual cost to the predecessor companies 
under the facts here presented. The 
consolidation, as previously stated, 


cannot be considered an arm’s-length 
transaction. The cost provisions of 
the Federal Power Act “must be taken 
to forbid inflation of cost by any de- 
vice”’** and in determining the net in- 
vestment in a licensed project we are 
“not blinded by legal technicalities nor 
misled by attenuated theories.”™ 


Licensee’s Valuation Testimony 


In support of its contention that we 
must allow the amounts recorded on 
its books in the 1918 consolidation li- 
censee introduced extended valuation 
testimony. Its security analyst sub- 
mitted certain data from which he 
concluded that the fair market value 
of the securities issued in the consoli- 
dation was at least equal to the stat- 
ed or par value of such securities. Li- 
censee also introduced studies show- 
ing a cost of reproduction less ac- 
crued depreciation of $30,076,000 for 
the physical properties acquired in the 
consolidation. Licensee further sub- 
mitted a hypothetical valuation of cer- 
tain of its lands, with attendant water 
rights, in the amount of $15,000,000. 

The opinion of licensee’s expert that 
the fair market value of the securities 
issued in the consolidation was at least 
equal to their par value was based upon 
several gratuitous and erroneous as- 
sumptions and has no probative value. 
In comparing licensee’s securities with 
those of other public utilities whose 
only source of power was not depend- 
ent upon a Federal grant of authority, 
the witness ignored the fact that at 
the time of consolidation the only 
Federal authority was in the form of 
a temporary permit which would ex- 





84Re Alabama Power Co. v. McNinch 
(1937) 68 App DC 132, 21 PUR(NS) 225, 
249, 94 F(2d) 601, 618. 
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85 Re Louisville Hydro-Electric Co. (1933) 
1 Fed PC 130, 136, 1 PUR(NS) 454, 461. 
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pire the following July. The wit- 
ness’ failure to give any considera- 
tion to the ephemeral nature of licens- 
ee’s earnings on which his opinion was 
predicated devitalizes the conclusions 
expressed by him. Nor did he con- 
sider the fact that the principal pred- 
ecessor, the Hydraulic Power Com- 
pany of Niagara Falls, was not sub- 
ject to regulation by the New York 
Public Service Commission while the 
consolidated corporation was express- 
ly made subject to such regulation by 
the special statute. To estimate the 
future income of the licensee on the 
basis of the unregulated past profits of 
the predecessor company, as the wit- 
ness did, is to impute an impotency to 
rate regulation which the company it- 
self would be the first to dispute. 
Moreover, the 4-year period from 
1915 to 1918 used by the witness in 
making his income comparisons was 
extremely short and, because of the 
war, cannot be regarded as normal. 
The $15,000,000 valuation of cer- 
tain of licensee’s lands and water 
rights was similarly defective. This 
presentation did not purport to rep- 
resent cost of such lands and rights 
but was related to their earning pow- 
er when operated by the licensee. The 
attempt to determine cost by capitaliz- 
ing earnings is a vicious circle where 
earnings depend on cost. We have 
previously had occasion to discuss in 


detail the inherent defects of such ef- 
forts to justify inflation by capitalizing 
power site value.” Suffice it to say 
that both the letter and spirit of the 
act preclude us from basing any al- 
lowance on such testimony nor is it 
necessary to discuss licensee’s repro- 
duction cost studies in detail, since we 
have frequently expressed our objec- 
tions to such testimony. 


Concluston 


In accordance with the foregoing, 
the $2,024,470.89 of interest during 
construction suspended by Exception 
No. 8, and the land items of $1,311,- 
029.25 and $650,000 suspended by 
Exceptions Nos. 9 and 14, are re- 
served for future investigation and 
determination. Apart from these 
items totaling $3,985,500.14, we find 
that the $40,468,368.54 balance of 
the $44,453,868.68 recorded cost of 
all fixed capital in service on license 
date should be disposed of by allowing 
$24,680,680.22 and disallowing $15,- 
787,688.32. 

We further find that, subject to said 
reservation the amount of $24,680,- 
680.22 thus allowed represents the ac- 
tual legitimate original cost of this 
project as of March 2, 1921. 

An appropriate order will issue in 
accordance with this opinion. 





86 At the time of the consolidation, The 
Niagara Falls Power Company (constituent) 
was authorized to divert 10,000 cubic feet per 
second under a revocable permit issued by the 
Secretary of War pursuant to the Joint Reso- 
lution of June 29, 1918 (40 Stat. 633). The 
Hydraulic Power Company of Niagara Falls 
had a similar permit to divert 9,500 cubic feet 
per second. The Joint Resolution expressly 
provided that such permits would expire on 
July 1, 1919. 

87 Re Alabama Power Co., 1 Fed PC 25, 36, 


37, PUR1932D 345; Re Alabama Power Co. 
(Fed PC 1940) Opinion No. 55, 37 PUR 
(NS) 35. 

88 See Re Chicago District Electric Gen- 
erating Corp. (Fed PC 1941) Opinion No. 63, 
39 PUR(NS) 263; and amicus brief in Cali- 
fornia R. Commission v. Pacific Gas & E. Co. 
(1938) 302 US 388, 82 L ed 319, 21 PUR 
(NS) 480, 58 S Ct 334; cf. Federal Power 
Commission v. Natural Gas Pipeline Co. 
(1942) 315 US —, 8 L ed —, 42 PUR 
(NS) 129, 62 S Ct 736. 
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ORDER 


Upon consideration of the matters 
of record with respect to the actual 
legitimate original cost of and net 
investment in Project No. 16, The 
Niagara Falls Power Company, li- 
censee, as of March 2, 1921, and hav- 
ing on this date made and entered its 
Opinion No. 77, which is hereby re- 
ferred to and made a part hereof by 
reference ; 


The Commission finds and deter- 
mines that: 

(1) The book cost of all fixed cap- 
ital of The Niagara Falls Power Com- 
pany in service on March 2, 1921, 
was $44,453,868.68, which is the to- 
tal of the amounts listed in Column 
(3) under the heading “Book Cost of 
Fixed Capital in Service on March 2, 
1921” in the tabulation attached here- 
to as Exhibit “A”; 

(2) The record of this proceeding 
is inadequate for disposition of the 
items of Interest during Construction, 
Land and Flour Mill Purchase Ac- 
count, listed in Column (4) under the 
heading “Reserved for Further Con- 
sideration” in said tabulation; and 
said amounts, totaling $3,985,500.14, 
are reserved for future investigation 
and disposition by the Commission; 

(3) For the purpose of determin- 
ing the net investment in this project 
as of March 2, 1921, the accrued de- 
preciation as of that date must be de- 
ducted from actual legitimate original 
cost, but the record in this proceeding 
is inadequate for the determination of 
such accrued depreciation and the de- 
termination thereof is reserved for fu- 
ture investigation and disposition by 
the Commission ; 


(4) The actual legitimate original 
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cost of this project as of March 2, 
1921, exclusive of the items specifical- 
ly reserved for further consideration 
in paragraph (2), supra, is $24,680,- 
680.22, which is the total of the 
amounts listed in Column (5) under 
the heading “Allowed” in said tabu- 
lation; and subject to such reserva- 
tion said amount of $24,680,680.22 is 
allowed ; 

(5) The amounts, totaling $15,- 
787,688.32, listed in Column (6) un- 
der the heading “Disallowed” in said 
tabulation do not constitute part of 
the actual legitimate original cost of 
this project as of March 2, 1921; and 
said amounts, totaling $15,787,688.32, 
are disallowed ; 

(6) The corrective accounting 
hereinafter ordered is necessary and 
appropriate under the Federal Power 
Act to reflect on licensee’s books of 
account the Commission’s determina- 
tion of the actual legitimate original 
cost of this project; 

The Commission orders that: 

(A) The licensee establish and 
maintain control accounts with refer- 
ence to this project showing a total 
debit balance in its Fixed Capital Ac- 
counts beginning with an entry of 
$24,680,680.22 (being the total of the 
amounts listed in Column (5) under 
the heading “Allowed” in the said 
tabulation) as the actual legitimate or- 
iginal cost of this project as of March 
2, 1921, exclusive of the items of In- 
terest during Construction, Land and 
Flour Mill Purchase Account, specifi- 
cally reserved for further considera- 
tion in paragraph (2), supra; 

(B) The licensee establish and 
maintain subsidiary accounts showing 
and substantiating all entries in such 
44 PUR(NS) 
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control accounts and classifying the 
total for fixed capital in appropriate 
detail and in accordance with the pro- 
visions of the Commission’s Uniform 
System of Accounts Prescribed for 
Public Utilities and Licensees revised 
to December 31, 1936; 

(C) The licensee remove from this 
project’s accounts and transfer to Ac- 
count 110, Other Physical Property, 
the amounts totaling $218,385.13, 
listed in Column (7) under the head- 
ing “Other Physical Property’ in the 
said tabulation; 

(D) The licensee remove from this 
project’s accounts and transfer to a 
Suspense Account, appropriately des- 
ignated, for disposition in accordance 
with the Commission’s Opinion No. 
77, the amount of $31,359.63 listed 
in Column (8) under the heading 
“Suspense Account” in the said tabu- 
lation ; 

(E) The licensee remove from this 
project’s accounts and transfer to 
Earned Surplus Account the amounts, 
totaling $15,537,943.56, listed in Col- 
umn (9) under the heading ‘Earned 
Surplus” in the said tabulation ; 

(F) Within sixty days of service 
of this order, licensee comply with this 
order and execute and submit to the 
Commission FPC Form No. 76 show- 
ing such compliance. 
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Order to Show Cause, Staying 
Former Order and Denying Peti- 
tion for Rehearing 

Upon consideration of the petition 
for rehearing and the petition for stay, 
filed on July 18, 1942, by the above- 
named licensee for Project No. 16, 
with respect to the Commission’s 
Opinion No. 77, and order of June 9, 
1942 (printed herewith) determining 
the actual legitimate original cost of 
said project and prescribing the ac- 
counting therefor, and the entire rec- 
ord in this proceeding; 

The Commission orders that: 

(A) Paragraphs (A) to (F), in- 
clusive, of the Commission’s order of 
June 9, 1942, be and they hereby are 
stayed until further order of the Com- 
mission; 

(B) The licensee, The Niagara 
Falls Power Company, on or before 
August 25, 1942: (1) show cause 
in writing, under oath, why the ac- 
counting instructions and _ require- 
ments contained in said Pars. (A) to 
(F), inclusive, of the Commission’s 
order of June 9, 1942, should not be 
made effective and enforced; and (2) 
submit to the Commission such ac- 
counting treatment as the licensee may 
propose for the disposition of the dis- 
allowed amounts; 

(C) The petition for rehearing 
filed on July 18, 1942, be and the 
same hereby is denied. 
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WISCONSIN PUBLIC SERVICE COMMISSION 


WISCONSIN PUBLIC SERVICE COMMISSION 


Re Mid-West States Telephone Company 


[2-U-1841.] 


Rates, § 570 — Telephone — Seasonal service. 


1. A method of charging for telephone service whereby a seasonal subscriber 
taking service for five months gets service at the same monthly cost as a 
year-round subscriber, while if service is taken for more than five months 
the monthly cost falls below that of a year-round subscriber, is contrary to 
the nature of the cost of seasonal service, p. 316. 


Discrimination, § 177 — Telephone rates — Seasonal service. 
2. A rate for seasonal telephone service which is not greater per month for 
a short season than for a 12-month period is discriminatory, when, because 
of leaving in telephones, all of the fixed costs and most of the maintenance 


expenses go on all year, p. 317. 


[July 10, 1942.] 


A PPLICATION for authority to increase seasonal telephone 


rates; granted. 


By the Commission: The Mid- 
West States Telephone Company filed 
an application with the Commission on 
May 5, 1942, for authority to increase 
its seasonal service rate at the ex- 
changes of the company at Belgium, 
Ozaukee county ; Campbellsport, Fond 
du Lac county; Kewaskum, Washing- 
ton county; and Lomira and Theresa, 
Dodge county. A notice of investiga- 
tion and hearing was issued on May 
16, 1942. 

Hearing was held in Madison on 
June 9, 1942 before Examiner H. T. 
Ferguson. 


APPEARANCES: Mid-West States 
Telephone Company, by Victor A. 
Frederick, Secretary-Treasurer ; None, 
in opposition; W. H. Evans, Rates, 


and Research Department, of the Com- 
mission Staff. 

The Mid-West States Telephone 
Company operates fifteen Wisconsin 
exchanges located in Dodge, Ozaukee, 
Fond du Lac, Sheboygan, and Wash- 
ington counties. The company has 
been engaged in a program of unify- 
ing and consolidating its rate struc- 
ture. The rates for the same kind of 
service in some instances differ be- 
tween exchanges. This arises from 
the fact that the various exchanges 
were originally owned by separate in- 
dividuals and the Mid-West States 
Telephone Company inherited the rate 
structure from them. 

[1] The seasonal service rates are 
an example of the lack of uniformity. 
The company proposes to apply a uni- 
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RE MID-WEST STATES TELEPHONE CO. 


form seasonal service rate which 
is now in force at ten of its ex- 
changes, to its five remaining ex- 
changes. The latter have a flat rate 
of $10 per season. The company 
points out that the rate is discrimina- 
tory because it is possible for a sea- 
sonal subscriber to obtain service for 
a monthly charge which is less than 
for adjacent year-round subscribers. 
The example is cited of the Campbells- 
port exchange which has a rural multi- 
party rate of $2 net per month. A 
seasonal subscriber taking service for 
five months gets service at exactly the 
same monthly cost as a year-round 
subscriber. If service is taken for 
more than five months the monthly 
cost falls below that of a year-round 
subscriber. This is contrary to the 
nature of the cost of seasonal service. 


[2] The investment in pole line 


and station equipment on the average 
is about the same for seasonal sub- 
scribers as it is for rural year-round 


subscribers. When a seasonal sub- 
scriber discontinues service with the 
intention of returning the next year, 
the telephone is usually left in place. 
Thus, it can be readily seen that all of 
the fixed costs and most of the main- 
tenance expenses go on all year. The 
only major saving is in operator’s 
time. If these costs which continue 
during the off season are to be recov- 
ered, a rate must be prescribed which 
will be greater per month for a short 
season than for a twelve months’ 
period. The present $10 flat rate does 
not do this and for this reason is dis- 
criminatory. There were five sub- 
scribers served on this rate in 1941. 
Only one subscriber is now taking 
service under the rate. The effect on 
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revenues of the proposed change is 
negligible. 

We believe that the uniform rate, 
as described hereafter, now in effect 
at the majority of the exchanges of 
this company, should be prescribed for 
the Belgium, Campbellsport, Kewas- 
kum, Lomira, and Theresa exchanges 
of the Mid-West States Telephone 
Company. 

Finding 

The Commission finds: 

That the present seasonal service 
rate at the Belgium, Campbellsport, 
Kewaskum, Lomira, and Theresa ex- 
changes of the Mid-West States Tele- 
phone Company is unreasonable and 
discriminatory in that it fails to dis- 
tribute the burden equitably and that 
the rate herein ordered is reasonable. 


ORDER 


It is therefore ordered: 

That the Mid-West States Tele- 
phone Company be and hereby is au- 
thorized and directed to apply the fol- 
lowing rate beginning the first billing 
date after date of this order. 


Seasonal Service Rate 


Seasonal service for subscribers lo- 
cated beyond the local base rate area 
such as summer homes, summer re- 
sorts, canning factories, taverns, etc., 
where the service is desired for nine 
months or less, is rendered on the 
basis of 75 per cent of the annual rate 
in advance, for the class of service 
provided. 

If a seasonal subscriber desires serv- 
ice for more than nine months, the 
regular monthly rate applies for each 
additional month in excess of the 
minimum period. 
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WISCONSIN PUBLIC SERVICE COMMISSION 


During the winter months the tele- 
phone is disconnected but left in place 
and the telephone number is reserved. 
When notice is received that service is 
desired for the ensuing season the tele- 
phone instrument will be reconnected 
without charge upon payment of the 
seasonal service charge. 

The normal period in which the sub- 
scriber is given service is from May 
Ist to October 31st of each year unless 


the subscriber requests a different pe- 
riod. Excess mileage charges, if ap- 
plicable, shall be contracted for at the 
annual rate with no reduction for sea- 
sonal use. 

Upon request of the seasonal sub- 
scriber and when the credit of the sub- 
scriber is satisfactory to the telephone 
company, he may be billed monthly at 
the regular rate for seasonal service. 





DISTRICT OF COLUMBIA PUBLIC UTILITIES COMMISSION 


Re Edwin A. Glenn 


[Order No. 2350.] 


Motor carriers, § 22 — Revocation of license. 
A taxicab driver is not a fit and proper person to be a licensed taxicab driver 
and recommendation should be made that his license be revoked when it is 
evident that he is not interested in effecting equitable regulation for taxicab 
operations, that it is not his desire to put an end to controversies relating to 
zones and boundaries, and that he is not willing to abide by agreements made 
by him or lawful orders issued by the Commission with reference to the 


operation of taxicabs. 


(Kutz, Commissioner, dissents.) 
[July 17, 1942.] 


ROCEEDING relating to taxicab operations; recommended that 
license of taxicab driver be revoked. 


By the Commission: Upon request 
of the committee for the District of 
Columbia of the House of Represent- 
atives, this Commission embarked 
upon a review of its order No. 2282, 
relating to taxicab zones and rates. In 
order to outline the procedure to be 
followed in the review of this order 
upon the evidence presented and in the 
light of newly developed facts, this 
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Commission, on July 8, 1942, held an 
informal conference with the repre- 
sentatives of the taxicab industry. At 
the conclusion of the conference it 
was suggested by the chairman, in 
behalf of the Commission, that it was 
the intention of the Commission to dis- 
pose of the matter as expeditiously as 
possible consistently with the require- 
ments of the statute for notice and 
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RE EDWIN A GLENN 


public hearing. It was suggested that 
the representatives of the taxicab in- 
dustry continue the conference among 
themselves and present to the Com- 
mission a limited number of proposals, 
so that the matter might be expedited. 
This was agreed to by the representa- 
tives of the taxicab industry, and the 
conference was adjourned pending 
such deliberations on the part of the 
representatives of the taxicab indus- 
try. 

On July 9, 1942, a further confer- 
ence was held, at which were present, 
in addition to the members of the Com- 
mission, Edwin A. Glenn, represent- 
ing the taxicab drivers; John H. Roy- 
er, Jr., representing the taxicab own- 
ers and operators; and Ringgold Hart 
as counsel, and Harry C. Davis rep- 
resenting the Diamond Cab Company. 
At this conference these representa- 
tives of the various branches of the 
taxicab industry presented a unified 
request for the revision of the zones 
and rates. 

The Commission, upon deliberation, 
found that there was ample evidence 
to support a revision of the rates, 
which revision could be effected im- 
mediately. It also found, however, 
that any revision of the zone bound- 
aries would require extensive public 
hearings. 

The Commission, therefore, called 
a third conference, which took place 
on July 14, 1942. At this conference, 
after extensive discussion, it was 
agreed by all the representatives of the 
taxicab industry, including, among 
others, John H. Royer, speaking for 
the taxicab owners and operators, Ed- 
win A. Glenn, for the taxicab drivers, 
and Ringgold Hart, representing the 
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Independent Taxi Owners’ Associa- 
tion, Inc., that it would expedite the 
settlement of the taxicab problems 
greatly if the rates were changed from 
30—40-60-80 cents to 30—50-70-90 
cents, respectively, leaving the peti- 
tions for changes in boundaries for 
further determinations upon public 
hearing. With this in mind, the con- 
ference ended. 

On July 17, 1942, the representa- 
tives of the taxicab industry, to wit: 
Ringgold Hart, representing the In- 
dependent Taxi Owners’ Association, 
Inc., John H. Royer, Jr., representing 
the taxicab owners and operators, and 
Edwin A. Glenn, representing the taxi- 
cab drivers, again appeared before the 
Commission. The reason for this 
conference was that Edwin A. Glenn 
appeared to have denied that he had 
agreed to an order of the Commission 
changing the rates to 30-50—-70-90 
cents, leaving the questions of changes 
in boundaries for further determina- 
tion upon public hearing. Both Ring- 
gold Hart and John H. Royer stated 
in unequivocal terms that such agree- 
ment had been reached. Thereupon, 
Edwin A. Glenn questioned the au- 
thority of the Commission to issue any 
order which would require the taxicab 
drivers to abide by such new rates un- 
til all questions pertaining to both 
rates and boundaries had been dis- 
posed of. Asked by the chairman of 
the Commission whether he would re- 
fuse to abide by the lawful orders of 
this Commission, Edwin A. Glenn an- 
swered that he would refuse to do so. 

In view of the above facts, it is evi- 
dent to this Commission that Edwin 
A. Glenn is not interested in effecting 
equitable regulations for taxicab oper- 
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ations in the District of Columbia, that 
it is not his desire to put an end to all 
controvefsies relating to zones and 
boundaries, that he is not willing to 
abide by any agreements made by him 
or any lawful orders issued by the 
Public Utilities Commission with ref- 
erence to the operation of taxicabs in 
the District of Columbia. It is the 
opinion of the Commission that Ed- 
win A. Glenn is not a fit and proper 
person to be a licensed taxicab driver 
in the District of Columbia. It is, 
therefore, ordered: 

Section 1. That these recitals of 
fact be transmitted to the Commis- 
sioners of the District of Columbia, 


with the recommendation that the 
District Commissioners refer this mat- 
ter to its Board of Revocation and Re- 
view of Character Licenses, to the end 
that the license of said Edwin A, 
Glenn to operate a taxicab in the Dis- 
trict of Columbia be revoked immedi- 
ately. 

Section 2. That a copy of this or- 
der, together with a copy of Order No, 
2349, issued this day, be transmitted 
to the chairman of the committee for 
the District of Columbia of the House 
of Representatives. 


Commissioner Kutz dissenting. 
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The Kuhlman Power transformer shown here has automatic forced 

cooling and air in the transformer tank is replaced by nitrogen 

under pressure. End coils are reinforced to protect the transformer View pats automatic 
? forced air cooling unit. 

from surge potentials. Long connections between coils prevent 3 

wire breakage due to vibration. Tap leads are supported by 

heavy tubing. Bushir.ys are extra sturdy to insure against break- 


age. In fact, each component part is built for heavy duty service. 


Write today for further information. 


View shows primary and secondary 
junction box with face plate removed. 
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NEVER BEFORE SO MUCH PRACTICAL 


HELP FOR ELECTRICAL ENGINEERS 
IN A SINGLE VOLUME... 


e is the great standard reference work of all in the 
rical engineering profession or whose work in in- 
ry or engineering touches on this field. Its 2303 
es present a handy-reference compilation of prac- 
, usable data from all fields of electrical engineer- 
practice, plus the most frequently required funda- 
tal theory, units, and systems of measurement, made 
endable by the work of more than 100 engineers, 
tists, teachers, and other authorities. 


—— HANDBOOK 
or 
ECTRICAL ENGINEERS 


Prepared by a Staff of 102 Specialists 


ARCHER E. KNOWLTON, Editor-in-Chief 
Associate Editor for Engineering, Electrical World 


edition, 2303 pp., 6x9, 1700 illus., 600 tables, $8.00 


greatly improved in size and make-up as well as 
lect matter—revised from end to end—with new 
erial, whole new sections added—more contributors 
e Standard continues as the one indispensable 
rence tool of the electrical engineering profession. 


DESIGNED TO USERS' SPECIFICATIONS 


ious to revision, a large number of users of past 
ions were consulted as to what they would like the 
edition to be. As a result of their suggestions, this 
edition contains such improvements as more em- 
sis on handy-reference compilation of usable facts, 
historical material, and more data about equip- 
t, materials, and practices, more sources of in- 
standards, codes and specifications, and ex- 
panded index, as well 
as complete revision of 
subject matter to keep 
abreast of current prac- 

tice. 


DARD“ 
‘BOOK 


R 


ANNG 
NEERS 


26 BIG SECTIONS 


\OW 

Units and Conversion Factors 
mm Electric and Magnetic Circuits 

wae, Measurements 
Properties of Materials 
Circuit Elements 
Transformers, Regulators and Reactors 
Alternating-current Generators and Motors 
Direct-current Generators and Motors 
Rectifiers and Converters 
Prime Movers 
Power Plant Economies g 
Power System Electrical Equipment 
Power Transmission 
Power Distribution 
Wiring Design — Commercial 

Buildings 

IMumination 
Industrial Power Applications 
Electric Heating and Welding 
Electricity in Transportation 
Electrochemistry and Electrometaliurgy 
Batteries 
Wire Telephony and Telegraphy 
Electronics and Electron Tubes 
Radio and Carrier Communication 
Codes and Standard Practices 
Electrophysics 


and Industrial 








WHAT THE NEW STANDARD GIVES YOU 

—definitions, conversion factors, physical and math- 
ematical principles 

—accepted formulas and experimental data 

—bases of design of electrical equipment for com- 
mercial performance 

—principles and practice of assembling such ap- 
paratus into systems 

—criteria and results in applying electricity in va- 
rious industries, etc. 

—the information you want in the form you can use 
it; the means of avoiding errors, saving time 
and trouble in procuring vital information, as- 
suring yourself of best results in handling a wide 
variety of problems. 





USE THIS CONVENIENT ORDER COUPON 


PUBLIC UTILITIES FORTNIGHTLY, Munsey Bidg., Washington, D. C. 
Please send me a copy of the new 7th edition of Standard Handbook for 
Electrical Engineers postpaid. 


0 cash. 


| enclose $8.00 in [] check [] money order 











Industrial Progress 


Selected information about products, supplies and 
services offered by manufacturers. Also announce- 
ments of new literature and changes in personnel. 


Equipment Notes 


Carbon Dioxide Engine 
For Electrical Fires 

A new carbon dioxide engine recommended 
for fires in flammable liquids, alcohol storage, 
electrical machinery, and for other class “B” 








Compact Fire Fighting Unit 


and “C” fires is offered by American-LaFrance 
Foamite Corp., Elmira, N. Y. It smothers fire 
instantly with carbon dioxide gas which ex- 
pands upon discharge to 450 times its stored 
volume. It is non-corrosive, non-poisonous, 
odorless. 

This ‘Alfite” unit is the only 100 Ib. engine 
approved by Underwriters’ and Associated 
Factory Mutual Laboratories for use on both 
electrical and oil fires. 

Equipped with an Anti-Statik horn to pro- 
tect the operator from static charge, this 
engine is designed for perfect balance at 
wheeling height, has a third swivel wheel for 
easy maneuvering, and a retaining latch 
which releases horn instantly, yet holds it 
firmly in place when not in use. 


Rubber Preserving Process 

A new tank-dip process of preserving rub- 
ber has been announced by Transmotive Lab- 
oratories, Chicago, automotive chemical man- 
ufacturer. It is called Prolatex Rubber Sav- 
ing System, on which patents are pending, and 
consists of a vegetable base preservative and 
specially constructed dipping tank for appli- 
cation. 

The Prolatex System is claimed to effec- 
tively halt “rubber-rot” or oxidation. The 
manufacturer emphasizes that the new pre- 
servative, Prolatex, is not a paint and is not 


applied by brushing. It is a penetrant of ex- 
tremely low viscosity which permits speedy 
absorption by the rubber. It is made of a soya 
bean oil base compounded with a number of 
= of acknowledged rubber preserving 
value 

Although the system is said to be applicable 
to the preservation of all sorts of rubber arti- 
cles, its obviously greatest usefulness is in tire 
preservation. The specially designed dipping 
tank permits the application to tires while on 
the car or truck. 


New Standardized Indoor 
Current Transformer 


A new line of type CT indoor current trans- 
formers designed for accurate metering and 
relaying applications, is announced by the 
Westinghouse Electric and Manufacturing 
Company. 

These new units are designed in accord- 
ance with the specifications of the meter and 
service committees of the Edison Electric In- 
stitute and the Associated Edison Illuminat- 
ing Companies. These transformers are stand- 
ardized and are mechanically interchangeable 
with similar transformers of other manufac- 
turers designed to meet the same specifications. 
They are designed for 100 per cent current 














New Indoor Transformer 


continuous operation without exceeding 55° C 
temperature rise, and have excellent accuracy 
at normal currents, and also at high short 
circuit currents with heavy relay burdens. 





DICKE TOOL COMPANY 


DOWNERS GROVE, ILL. 
Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 
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Do operating costs of ordinary valves 
make you wince? 


ncovering losses in your flow-lines is not to pay two or three times more for a 
ays a comforting experience. But prob- Nordstrom but you don’t—because Nord- 
g and dissecting your valve costs may stroms are competitively priced. Plant or 
wover leakages that are costing department shut-downs for fre- 
ur company thousands of dol- quent valve replacements are an- 
s annually. Take the cost of , other source of leakage. If you 
placements as an example. If an : are snap es load, more 
linary valve is giving you, say, ee or Phy i eat tae 
. 7 o 

y a year of service and then re- a ee = eS ee 
3 : Deg + oe should also be considered. Probe 
res repair, or is junked, a : ailencil : Di 

i. Wilen tn ine ol a your valve situation. Dissect your 
pn Fee ae ay peer ee valve costs. A successful operation 
¢ an extra two, three or more 


calls for Nordstrom Lubricated 
ars of service. You could afford . » Plug Valves. 


.. « « keep upkeep down a with NORDSTROM WALVES 


MERCO NORDSTROM VALVE CO. 
A Subsidiary of Pittsburgh Equitable Meter Co. 


b Office: Pittsburgh, Penna. Branches: Boston, Buffalo, Brooklyn, Chicago, Columbia, S. C.; Des Moines, Houston, 
ks City, Los Angeles, Memphis, New York City, Philadelphia, San Francisco, Seattle, Tulsa. 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 
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36 INDUSTRIAL PROGRESS—( Continued) 


Equipment Notes (Cont'd) 
New Ballast for Fluorescent Lamps 


The development of a 4-lamp ballast for 
fluorescent lighting of war plants has just 
been announced by the General Electric Com- 
pany. The new ballast will operate four 100- 
watt lamps, yet costs no more than a Tulamp 
100-watt ballast. 


New Ballast Saves Metals 


The new 4-lamp ballast opens the way to 
simplified fluorescent fixtures that cost less, 
weigh less, and use much smaller quantities 
of critical copper, iron, steel, and aluminum. 


Transformer Cooling System 
Saves Materials, Increases Capacities 


Vitally needed increases in power trans- 
former capacities can now be obtained quick- 
ly with a new system of forced-oil cooling 
that saves 25 per cent in critical war mate- 
rials on new transformers, according to the 
Allis-Chalmers Manufacturing Co. The new 
cooling unit, called the “Electro-Cooler,” will 
step up capacity of transformers already in 
service by about 20 to 60 per cent, the com- 
pany reports. 

The “Electro-Cooler” consists of a radia- 
tor-type cooler and a special pump with motor 
enclosed. These are connected by piping to 
the standard radiator valves at the side of the 
transformer. No stuffing boxes are required 
in the special pump, and the motor is self- 
cooled and self-lubricated. 

Since the application of the ‘“Electro- 
Cooler” avoids the necessity of adding new 
transformer units, it is considered a much- 
needed solution to the wartime problem of 
over-loaded transformer banks. 


Hardboard Reflector Lighting Unit 

In the new Maze-Lite for 2-40, 3-40 and 
2-100 watt fluorescent lamps now available for 
immediate shipment by the Edwin F. Guth 


New Reflector Saves Steel 


Co., St. Louis, Mo., the reflector is formed of 
sturdy pressed wood in lieu of steel. 

The new light-weight reflector readily ac- 
cepts Guth’s durable “300° white” finish en- 


abling war plants to continue to get “indoor 
daylight” to speed urgent production. 
Maze-Lite’s accessory housing is of steel 
and features “side-of-channel” _ starter- 
switches for easy trouble-shooting, and 
“bump-proof” end-plates which extend be- 
hind the lampholders for added protection to 
these parts during transit, installation and 
servicing. For unit or continuous mounting, 
Maze-Lites can be attached to conduit or to 
chain-hanger. When jack-chain is used for 
hanging, same is attached direct to channel. 


Four-Rear-Wheel Drive Units 
Replace Heavy Trucks 

With heavy-duty trucks unobtainable, pub- 
lic utility operators and others whose opera- 
tions require heavy hauling, either over the 


Converted Heavy Duty Vehicle 


highway or where the going is tough, are using 
more four-rear-wheel drive units for heavy 
work, according to Thornton Tandem Com- 
pany officials. ; 

The four-rear-wheel drive unit, according 
to this manufacturer, uses less steel and con- 
siderably less rubber than ordinary heavy 
duty trucks and provides rugged heavy-duty 
capacity. ten 

With this unit and its accompanying instal- 
lation and reinforcements, it is said that a 
standard Chevrolet truck can be engineered up 
to a capacity of from 26,000 to 30,000 pounds 
G.V.W. capacity, that is combined weight of 
vehicle and payload. 

The Ford truck plus the Thornton four- 
rear-wheel drive is readily capable of han- 
dling up to 15 tons G.V.W. This drive as en- 
gineered into 2- and 3-ton Dodge trucks con- 
verts them into heavy-duty units of from 28,- 
000 to 34,000 pounds gross capacity. 

It is in recognition of these performance 
qualities plus the highly efficient and_eco- 
nomical use of critical materials that Uncle 
Sam has approved at least for the time being, 
the manufacture of these conversion units. 


Mention the FortNIGHTLY—It identifies your inquiry 


SEPT. 24, 1942 





indoor 


r steel 
tarter- 
. and 
id be- 
‘ion to 
n and 
inting, 
or to 
sd for 


lannel, & 


, pub- 
opera- 
er the 


> using 
heavy 
Com- 


ording 
d con- 
heavy 
y-duty 


instal- 
that a 
red up 
ounds 
cht of 


four- 


ptember 24, 1942 Public Utilities Fortnightly 








WHAT! 


2500 BOXES OF 
CARBON PAPER 
THROWN AWAY? 











VESSUR-in one ver, 
BUT WE COULD HAVE 


) SAVED 2485 BOKES 





ve saved the 2485 boxes of carbon paper that went into 

waste basket. The Speed-Feed converts any type- 
iter into a billing machine in one minute ... steps up 
e output of typed forms per day 50% (even more) ... 
d eliminates the use of costly, wasteful, pre-inserted 
e-time carbon forms! 


es, a user of the Egry Speed-Feed 


bd 50,000 five-part 8%” x 11” Egry 


ontinuous Printed Forms per year 
ves 2485 boxes of carbon paper an- 
ally. In dollars and cents that sav- 

will more than pay for the use of 
¢ Speed-Feed for a century or more! 


iterature on fr  D tration 





your own office without obligation. 
ddress Dept. F-924. 


The EGRY REGISTER Company 


Dayton, Ohio 
SALES AGENCIES IN ALL PRINCIPAL CITIES 


Egry Continuous Forms Limited, King and Dufferin Streets, Toronto, Ontario, Canada 
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Equipment Notes (Cont'd) 
New Protective Grille for Doorways 


The Kinnear Mfg. Co. of Columbus, Ohio, 
has developed a new swinging type grille for 
barricading doorways without obstructing air, 
light or vision. Patterned after the rolling 
grille, which this company has been manufac- 
turing for large size openings for a number 
of years, it provides an exceptionally strong 
grille. The grille proper is assembled in a 
heavy steel frame and equipped with steel 
encased .cylinder lock. The grille is perma- 
nently installed by massive side hinges. 





This Sentinel Stays on the Job 


Though not of prison design, it offers a high 
degree of comparable barricading strength. 

The grille is furnished in any size and is of 
a design suited to any style of building or 
structure. Price is reported as surprisingly 
low in view of the number of advantages it 
affords. For full details, write The Kinnear 
Mfg. Company, Columbus, Ohio. 


Tips Economy Platform 

Tips Economy Platform offered by the A. 
B. Chance Co., Utility Division, Centralia, 
Mo., is a lower priced platform for use 
wherever a board of 24 in. or 30 in. length is 


er or where maximum economy is de- 
sire 

This platform is easily attached to a pole 
by the use of a single chain tightener. There 


Le. 
Platform Supports 850 Pounds 


is no brace pole, the board being fully sup- 
ported by its mounting bracket. This plat- 
form is recommended for use where working 
space is limited and where price is an im- 
portant factor. It is sufficiently strong to sup- 
port the weight of one man and has been test- 
ed to loads up to 850 pounds without breaking 
the board. 

On towers, blocks should be placed under 
the chain on the inside of the tower leg angle 
in order to give the chain a firm grip. 


¥ 


Catalogs and Bulletins 


Welders’ Safety Clothing 

A catalog describing a completely new and 
wide assortment of high-grade welders’ safe- 
ty clothing has been issued by the American 
Optical Company of Southbridge, Mass. 

Copies will be mailed on request to safety 
engineers, purchasing agents, plant managers, 
and any others interested. An authoritative 
treatise on chrome tanned leather clothing for 
welders, this catalog is particularly valuable 
because it informs the welder as to the type of 
protective clothing he needs on any job. 


Handbook for Wartime Care of V-Belts 

Allis-Chalmers has just published a new 
handbook—‘“Plain Facts on Wartime Care of 
Rubber V-belts’—which, according to the 
manufacturer, aims to make complete sense of 
the entire V-belt maintenance story. 

It begins with the anatomy of a V-belt and 
principle of the V-belt drive—and ends with 
post-mortems on actual damaged V-belts. 
How the anatomy of a V-belt affects its 
maintenance, how to obtain proper V-belt 
tension, what to do about worn sheaves, what 
determines the life-expectancy of V-belts— 





WHEAT 





Rechargeable Spotlight 
KOEHLER MFG. CO. Marlboro, Mass. 


BLACKOUTS and other WAR MEASURES 
DEMAND PROTECTIVE LIGHTING 


Weight 6 Ibs. 
1,000 Hours 
Battery Life 
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le RETAINING the fundamental and highly 
Te desirable principle of straight-line 
, movement, Pennsylvania introduces 


valuable improvements in its tap changer 
for Power Transformers> This new tap 
changer with its silver-to-silver contacts is 
capable of carrying heavy overloads 
without overheating, and is able to 
e e “ Pry . . e 
introduces a new withstand ‘‘dead"’ short circuits without 
detrimental effects. Tests have been 
made to fully prove these characteristics. 


This development is evidence of 
STRAI/IGHT-LINE Pennsylvania's continuous research to 


. provide the utmost in transformer: life 
4 and reliability — a research increasingly 
1g important to Industry’s Victory Program. 


ie 
p- 
t- 
1g 
for Power Transformers 
4g 
le 
Gi 
n 
y 
Sy 
e 
iT 
e 
f 
y 
f 
e 
£ if } 
3 ow it operates 
' ; 
: he insulating shaft (1) carries on its end a steel gear, 
‘ which is hidden from view his gear engages a 
m plated steel rack (2). The rack carries two 
t hit-adjusting and self-aligning steel springs (3). On 
t e¢ end of each spring is mounted a copper jaw with 


ver inlays (4). The pressure of the spring is transmitted 

p the movable = iinet contact by bearing : 

geinst silver rivets (5) imbedded in stationary copper N 

wws (6). The transformer leads are bolted on to the Life-Tested ! 
tionary jaws Tap-changer subjected to 
he supporting frame (7) is fabricated of insulating Ne ee 
terial of great mechanical and electrical strength occur duing normal life of a 
ectrostatic Shields (8) are provided on high voltage Transformer! 

p changers to eliminate corona 


The wets jaw, ag g Poa rack and ji 
“ee Lernsyloania TRANSFORMER COMPANY 
808 RIDGE AVENUE, ¢ N. S., PITTSBURGH, PA. 
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Catalogs & Bulletins (Cont'd) 


these are some of the plain facts revealed in 
the new handbook. 

This new book applies to all makes of V- 
belts, contains no advertising and is available 
without charge on request to Allis-Chalmers 
Mfg. Co., Milwaukee, Wis. 


South Bend Lathe Catalog No. 100-B 


A new catalog describing the entire line of 
South Bend engine lathes, poolroom lathes, 
and turret lathes has just been published by 
the manufacturer. This catalog contains 48 
pages, size 8} x 11 in, and can be con- 
— filed in a standard letter size catalog 

e. 

Each size and type of lathe is illustrated and 
fully described. Specifications are tabulated 
to facilitate the selection of the lathe required 
for any desired application. Attachments, 
tools, and accessories for adapting these lathes 
to special classes of work are also illustrated 
and described. 

Catalog No. 100-B can be obtained on re- 
quest from the South Bend Lathe Works, 
Dept. 6Y, South Bend, Indiana. 


Extension Course on Metering 


A revised extension course on metering of 
alternating current is announced by the indus- 
trial relations department of the Westinghouse 
Electric and Manufacturing Company. 

The book has 177 pages and 139 illustrations. 
The material is presented in an easy to under- 





70 MASTER-LIGHTS 
©@ Electric Portable Hand Lights. 
© Repair Car Spot and Searchlights. 
© Emergency (Battery) Floodlights. 
CARPENTER MFG. CO. 


179 Sidney St., Cambridge, Mass. 
MASTER-LIGHT MAKERS 








stand manner, and the usual educational pre- 
requisites are not necessary. This revised 
course has been brought up to date with re- 
spect to latest practice. It was written and re- 
vised by men whose job is the design and pro- 
duction of watthour meters. The information, 
although prepared by Westinghouse engineers, 
applies with equal facility to any other make 
of meter. 


" 


Manufacturers’ Notes 
Egry Business Systems 


Systems for every type of business whether 
it be governmental, defense agencies, institu- 
tional, financial, public service, transportation 
or communication have been designed by The 
Egry Register Company, Dayton, Ohio. 

These Business Systems cover all require- 
ments for all handwritten and typewritten rec- 
ords. According to the manufacturer, they 
save time and materials, and are adaptable for 








SPRAGUE COMBINATION METER-REGULATOR 


LATEST ACHIEVEMENT 
IN 
GAS MEASUREMENT AND 
CONTROL. 


For Manufactured, 


Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER CO. 


Bridgeport, Conn. 
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SAVE 50% 
IN TIME AND MONEY WITH 

















THE ONE-STEP METHOD 


OF BILL ANALYSIS 











HAT effect is the national defense program having on your bill dis- 
tribution? Analysis of customer usage data will provide the answer to 
this important question. In addition to a knowledge of the existing situation, 
certain trends may be disclosed, a knowledge of which may be of considerable 
importance to you under circumstances where the picture is rapidly changing. 


The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 

We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York, N. Y. 
Boston Chicago Detroit Montreal 
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Manufacturers’ Notes (Cont'd) 


the activities of all departments of any or- 
ganization. 

Egry Business Systems comprise the Tru- 
Pak Recorder—a counter type register, either 
manually or electrically operated, for hand- 
written records. The Egry Auditor—an in- 
tegral unit of Com-Pak or Tru-Pak Register 
and Cash Drawer which gives absolute con- 
trol over cash transactions. The drawer can- 
not be opened without record being made. The 
Handipak—a portable register for handwrit- 
ten records—may be carried about as easily 
as a pad of paper. The Egry Speed-Feed—a 
mechanical attachment that makes a practical 
billing machine out of any typewriter without 
change in construction or operation—steps up 
the output of the operator more than 50 per 
cent. 

Other Egry Systems are the Com-Pak 
Manifolder (manually or electrically op- 
erated), Com-Pak Record Register, Com-Pak 
Auditor, Com-Pak Summary, Com-Pak 
Analizer, Controller for Addressograph and 
Elliott Fisher Billing Machine. All these sys- 
tems use Egry Continuous Forms which are 
available in either letterpress or offset print- 
ing. 

Complete information on any Egry Busi- 
ness System may be obtained by writing the 
manufacturer. 





A New Syndicated Advertising 
Service for Gas Companies 

With most newspaper mat services stopped 
by the war, thus making it increasingly diffi- 
cult for many gas companies to maintain regu- 
lar advertising schedules, a new advertising 
service announced by Hixson-O’ Donnell’ Ad- 
vertising, Inc., of New York, should attract 
special interest at this time, according to a 
recent statement by Charles W. Person, di- 
rector of publicity and advertising, American 
Gas Association. 

The producer of this service is a well known, 
financially responsible firm who have organ- 
ized a public utility division under the di- 
rection of A. W. Humm wha has had a long 
background of gas appliance and gas com- 
pany merchandising experience. 

The subject matter of the 80 ads (10 in. 
over 3 columns). in the year’s series will be 
divided into four groups and will be in keep- 
ing with recommendations of the AGA bul- 
letin “Uncle Sam Wants You to Save.” Costs 
of the plan are based on a reasonable annual 
license fee, plus a small charge for each mat 
ordered. 

Subscribers to the service will be licensed 
to use all or any part of the ads, or change 
them to suit local requirements. Requests for 
additional information should be addressed to 
Hixson-O’Donnell Advertising, Inc., 19 West 
50th St., New York, N. Y. 





e Whatever the demands of the gas in- 
dustry may be, Connelly is equipped 
to meet them. With our new laboratory for scientific 
testing of purification materials and greatly increased 
facilities for the production of Iron Sponge, Governors, 
Regulators, Back Pressure Valves and other equip- 
ment for gas purification and control, Connelly is at 
your service, ready for any emergency. 











Under the able management of Mr. A. L. Smyly, pio- 
neer in gas purification and pressure regulation, this 
organization has continued its leadership in the field, 
and the fact that Connelly products are standard in 
hundreds of the leading gas plants of the country is 


indicative of the service rendered. 
s,2On : 
















@ Mr. A. L. Smyly 
President 
Connelly Iron 
Sponge & 
Governor Co. 













IRON SPONGE and GOVERNOR Company 
CHICAGO, ILL. ELIZABETH N.J 


Connelly 
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PERMANENCE 


Like the stars, unaffected by time, as they 
follow in their course with unerring precision, 
you can depend upon the lasting and reliable 
performance of Mercoid hermetically sealed 
mercury type switches. © Mercoid Switches 
are immune to dust, dirt or corrosion. The con- 
tacting surfaces remain ever new after years 
of service. © You get this extra value in every 
Mercoid Control without any additional cost. 


Althougn priorities are now necessary, an adequate stock of Mercoid Controls Jor essential uses has 
been provided for. We will be glad to advise with you on your present and future requirements. 


THE MERCOID CORPORATION, 4213 Belmont Avenue, Chicago, Illinois 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, account- 
ants, rate experts, consultants and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design and construction. 
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THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO : 
and other principal cities ; 











heeft 8 


DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 


i NA ai a SI lS 








DESIGN Ii ord, Bacon & Davis, ane. ® 





ATE CASES 

CONSTRUCTION tine APPRAISALS 
OPERATING COSTS Engineers INTANGIBLES 
VALUATIONS AND REPORTS i 


NEW YORK PHILADELPHIA WASHINGTON CLEVELAND OCHIOAGO 


os ik asi 
‘7 
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GILBERT ASSOCIATES, Inc. 


SPECIALISTS ¢ 








ENGINEERS 
Steam, Electric, Gas, Hydro, POWER ENGINEERING SINCE 1906 Purchasing and Expediting, 
Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 
Operating Betterments, fs Personnel Relations, 
Inspections and Surveys, : Reading, Pa. Original Cost Accounting, 
Feed Water Treatment. Washington New York Accident Prevention, . 








J. H. MANNING & COMPANY 


120 Broadway, New York 


ENGINEERS 
Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizatiens 
Consulting Engineering Mergers 





Public Utility Affairs including Integration . 
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SANDERSON & PORTER 
ENGINEERS AND CONTRACTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 
With Management Problems, Financing, Reorganization. 


Chicago New York 


San Francisce 








Sargent & Lundy 


ENGINEERS 
Steam and Electric Plants 
Uitilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 








STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS © CONSULTING ENGINEERING ° APPRAISALS 


BOSTON e NEWYORK e CHICAGO 
SAN FRANCISCO 





e HOUSTON e PITTSBURGH 
LOS ANGELES 








THE J. G. WHITE ENGINEERING CORPORATION 


ENGINEERS AND CONSTRUCTORS 


Steam Power, Hydroelectric and Industrial Plants 
Examinations, Reports and Appraisals 


NEW YORK 


NEW ORLEANS 








BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 


EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 














BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, ihvestigations and _ re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 








ROBERT E. FOLEY 


Erecting Engineer 


Telephone Lines—Rural Lines—Fire Alarms— 
ransmission Lines 


48 Griswold St. Binghamton, N. Y. 
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FRANC Is S. HABERLY 
ENGINEER 


Appraisals—Original Cost Accounting— 
Rates—Depreciation—Trends 


122 SoutH MicnHican AVENUE, CHICACcO 


SLOAN & COOK 
CONSULTING ENGINEERS 


120 SOUTH LA SALLE STREET 
CHICAGO 


Appraisals—Original Cost Studies 
Depreciation, Financial, and Other Investigations 











JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 








J. W. WOPAT 


Consulting Engineer 
Construction Supervision 


Appraisals—Financial 
Rate Investigations 


1510 Lincoln Bank Tower Fort Wayne, Indiana 








JENSEN, BOWEN & FARRELL 


Engineers 


Ann Arbor, Michigan 


Appraisals - Investigations - Reperts 

in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 











Representation in this Professional Directory 
may be obtained at very reasonable rates. 
Kindly address inquiries to: 


ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
1038 Munsey Building 
Washington, D. C. 








Faith in THE Future 
OF MODERN METERING 


Faith in the 
operation of the electric utility 
watthour meter manufacturers, 
sign and development of the 
meter well ahead of meterin 
Thanks to this faith and coope 
meters built today are fully cc 
load conditions for some time/ 
normal times are once more rm 
are sure to be, watthour meters) 
their important part in system 


September 24, 1942 @Septe 





/SANGAMO ELECTRIC COMPANY 
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BY SENSE OF TOUCH ALONE.... 


"It is a pleasure for 
me to inform you 
that, even tho' | am 
without eyesight, I 
have worked in the 
Meter Shops for Salt 
Lake City for a little 
over six years and 
that I find it easier 
to repair TRIDENT 
Water Meters than 
any other make with 
which we come in 
contact.” 


Statement by 
MR. HUBERT COCHRAN 


"Trident Meters 
are easier to repair” 


says “HUB” COCHRAN, who repairs TRIDENT METERS by 
sense of touch alone in the Salt Lake City Meter Shops 


And the Trident meters repaired by “Hub™ measure up to the 
same standard of accuracy as those handled by the unhandi- 
capped men in the shops—that is, from 98% to 100%. Truly, this 
is a fine tribute to Trident simplicity—and to the judgment and 
skill of an expert workman. 


* * * * * * * * * * * * 


The fact that Trident Meters are not difficult to repair means 
that a program of systematic meter-testing-and-repair need be 
neither expensive nor complicated for your community. Such a 
program will substantially reduce water waste and, through 
many resultant savings (in pumpage, coal, chlorine, trans- 
portation) will help your Water Works contribute materially to 
winning the War. Ask for new booklet, Form No. 597e, on meter 
testing and repair. 








SES TE 
NEPTUNE METER COMPANY - 50 West 50th Street - NEW YORK CITY 


Branch Offices in CHICAGO, SAN FRANCISCO, LOS ANGELES, PORTLAND, ORE., DENVER, DALLAS, 
KANSAS CITY, LOUISVILLE, ATLANTA, BOSTON. 
Neptune Meters, Ltd., Long Branch, Ontario, Canada. 
(near Toronto) 
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The Fortnightly lists below the advertisers in this issue for ready fe] 
ence. Their products and services cover a wide range of utility needs. 
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Addressograph-Multigraph Corp. 
*Aluminum Co. of America 
American Appraisal Company, The ... 
*Autocar Company 
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*Babcock & Wilcox Co., The ...............-.-.....0--08--+ + 
Barber Gas Burner Company, The 

Barker & Wheeler, Engineers 

Black & Veatch, Consulting Engineers 

“eown, i. i.., Paper Co, .................. Me 
Burroughs Adding Machine Co. ................--...--.---- 13 


Cc 
Carpenter Manufacturing Company 
Carter, Earl L., Consulting Engineer 
Cleveland Trencher Co., The 
Combustion Engineering Company, Ince. ........ 
Connelly Iron Sponge & Governor Co. ..............-- 
Crescent Insulated Wire & Cable Co., Ine. ...... 
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Davey Tree Expert Company 
Day & Zimmermann, Inc., Engineers 
Dicke Tool Company 





E 
Egry Register Company, The 
Ehret Magnesia Mfg. Co. 
Electric Storage Battery Company, The 
Elliott Company 
*Ethyl Gasoline Corporation .... 








¥F 
Foley, Robert E., Erecting Engineer .... 


Ford, Bacon & Davis, Inc., Engineers . 
G 
General Electric Company 


Gilbert Associates, Inc. : 44 
Grinnell C pany, Inc. Outside Back Cover 








H 


Haberly, Francis S., Engineer 
Hoosier Engineering Company 


I 


International Business Machines Corp. 
International Harvester Company, Inc. 

Inside Back Cover 
I-T-E Circuit Breaker Co Inside Front Cover 


J 


Jackson & Moreland, Engineers 
Jensen, Bowen & Farrell, Engineers . 
Johns-Manville Corporation 
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Kerite Insulated Wire & Cable Co., Inc., The... 25 
Kinnear Manufacturing Company, The . 2m 
Koehler Manufacturing Company —- a 
Kuhlman Electric Company. Insert at page 33 
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Manning, J. H. & Company, Engineers 
*Marmon-Herrington Co., Ine, .......... 
Merco Nordstrom Valve Company .. 
Mercoid Corporation, The 
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Neptune Meter Company 
Newport News Shipbuilding & Dry Dock Co. .... 





P 


Parsons Paper Company 
Pennsylvania Transformer Company .... 
Penn-Union Electric Corporation 

Pittsburgh Equitable Meter Company 





R 


Railway & Industrial Engineering Company .... 
Recording & Statistical Corp. 

Remington Rand, Inc. 
Ridge Tool Company, The 
Riley Stoker Corporation 
Robertshaw Thermostat Company 











iS) 


Sanderson & Porter, Engineers 

Sangamo Electric Company 

Sargent & Lundy, Engineers 

Sloan & Cook, Consulting Engineers 
Sprague Meter Company, The 

Stone & Webster Engineering Corporation 


T 


*Thornton Tandem Co. 
*Timken-Detroit Axle Co., The 
*Todd Combustion Equipment, Inc. 





Vv 


Vulcan Soot Blower Corp. 





WwW 


White, J. G., Engineering Corporation, The... 4 
Wopat, J. W., Consulting Engineer 4 
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PRECISION Service 


N/V 
INTERNATIONAL 








and Join the 
. §. Truck Conservation Corps 


ur trucks are more important now than ever before! Not only 
you, but to America. That’s why Uncle Sam has asked you 
every truck operator in America to sign the pledge to keep 

r trucks rolling. And that’s why you should take your trucks Wherever this sign is linked 
the International dealer or branch displaying the Official Sta- 
sign. There you will get truck service by truck specialists. 

sure your trucks display the emblem that says you’ve signed 
pledge. Let the International dealer or branch show you how 
ialized truck service stops costly wear before it starts. It will 
® you time, save you money, save your truoks. the best there is to last out 
the emergency. Never was 


INTERNATIONAL HARVESTER COMPANY Service so vitally impor- 
North Michigan Avenue Chicago, IHinois tant. Stick to International! 


NTERNATIONAL SERVICE 
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with International, you can 
depend on it that your 
trucks — no matter what 
make or model —will get 
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Two. examples of Grinnell Pipe Prefabrication: A 20” pipe with coniplex 
turns and 20” x 32” increaser for ‘handling hot oil in.one of the new Houdry :* 
Process oil refineries . . . and an engine header involving 24” radius U-bend. 


Sub-contract your piping worries! 


Here’s a practical “way out” for power and process __. strategically located to serve-all industries, have 
engineers who are overloaded with the added work _ plete prefabrication facilitiesto produce underw 
of wartime plant extensions! A way to delegate an . approved sub-assemblies that permit speedy cre 
exacting job, yet know you'll get first class results! Learn how such sub-contracting can ease yout 

“Give the Plans to Grinnell”.as soon as your special of providing facilities’ to produce “enough . 
piping requirements are roughed out. Grinnell engi- _ time”! Write for booklet,“Grinnell Piping Pref 
neers are specialists equipped by long experience to cation”. Grinnell Company, Inc.; Executive Of 
interpret ‘power and processing layouts into super- _ Providence, R. I. Branch offices in princip:l 
piping systems for any industry. Grinnell plants, of U.S. and:Canada:'» yo » 


wHenever PIPING its invet¥ 
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